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These increases were partially offset by: 
• A $120 million decrease due to customer refunds related to Tax Reform primarily at APCo, PSO and SWEPCo. 

This decrease was partially offset in Income Tax Expense (Benefit) below. 
• A $102 million decrease in weather-related usage across all regions primarily in the residential and commercial 

classes. 
• A $61 million decrease in weather-normalized retail margins primarily in the eastern region across all classes. 

• Margins from Off-system Sales decreased $16 million primarily due to mid-year 2018 changes in the Indiana OSS 
sharing mechanism at 1&M and lower volumes across the system. 

• Transmission Revenues decreased $14 million primarily due to the following: 
• A $40 million decrease in the annual SPP formula rate true-up at SWEPCo. 
• A $19 million decrease at SWEPCo and PSO primarily due to a decrease in SPP Base Plan Funding Revenues. 
• A $5 million decrease due to a $14 million decrease at I&M, partially offset by a $9 million increase at KPCo and 

WPCo due to the 2018 PJM Transmission formula rate true-up. 
These decreases were partially offset by: 
• An $18 million increase in the net revenue requirement at APCo. 
• A $16 million increase at APCo due to 2018 PJM provisions for refunds. 
• A $16 million increase due to a provision for refund recorded at SWEPCo and PSO in 2018 related to certain 

transmission assets that management believes should not have been included in the SPP formula rate. 

Expenses and Other and Income Tax Expense changed between years as follows: 

• Other Operation and Maintenance expenses decreased $25 million primarily due to the following: 
• A $73 million decrease in planned plant outage and maintenance expenses primarily at I&M, APCo, SWEPCo and 

KPCo. 
• A $58 million decrease due to SPP transmission services including the annual formula rate true-up. 
• A $40 million decrease due to Wind Catcher Project expenses incurred in 2018 at SWEPCo and PSO. 
• A $40 million decrease at APCo and WPCo due to the extinguishment of certain regulatory asset balances as 

agreed to within the 2018 West Virginia Tax Reform settlement. This decrease is partially offset in Retail Margins 
above and Income Tax Expense (Benefit) below. 

• A $25 million decrease in recoverable expenses primarily associated with Energy Efficiency/Demand Response 
and storm-related expenses fully recovered in rate riders/trackers within Gross Margin above. 

• A $10 million decrease in expense at APCo due to lower current year aniortization of certain regulatory assets that 
were extinguished in August 20]8 as agreed to within the 20] 8 West Virginia Tax Reform settlement. 

• A $10 million decrease in estimated expense for claims related to asbestos exposure. 
These decreases were partially offset by: 
• A $131 million increase due to PJM transmission services including the annual formula rate true-up. 
• A $31 million increase in charitable contributions, primarily to the AEP Foundation. 
• A $25 million increase in employee-related expenses. 
• A $15 million increase at APCo and WPCo due to 2019 contributions to benefit low income West Virginia 

residential customers as a result of the 2018 West Virginia Tax Reform settlement. This increase was offset in 
Income Tax Expense (Benefit) below. 

• An $8 million increase due to the modification of the NSR consent decree impacting 1&M and AEGCo. 
• A $7 million increase due to North Central Wind Energy Facilities expenses at SWEPCo and PSO. 
• A $4 million increase due to the disallowance of previously recorded capital incentives at SWEPCo as a result of 

the December 2018 APSC final order. 
• A $4 million increase in accounts receivable factoring expense primarily at 1&M and SWEPCo. 

· Asset Impairments and Other Related Charges increased $90 million primarily due to a pretax expense recorded in 
2019 related to previously retired coal-fired assets. 

• Depreciation and Amortization expenses increased $131 million primarily due to a higher depreciable base and 
increased depreciation rates approved at APCo, 1&M, PSO and SWEPCo. 
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Taxes Other Than Income Taxes increased $28 million primarily due to the following: 
• A $15 million increase in property taxes driven by an increase in utility plant. 
• A $13 million increase in West Virginia business and occupational taxes at APCo and WPCo. 
Other Income decreased $11 million primarily due the following: 
• A $6 million decrease in carrying charges on certain riders at I&M. 
• A $4 million decrease in affiliated interest income at SWEPCo and I&M due to lower Utility Money Pool 

investment balances. 
Allowance for Equity Funds Used During Construction increased $15 million primarily due to the following: 
• A $10 million increase primarily due to various increases in equity rates at 1&M, APCo and PSO and increased 

projects at I&M. 
• A $3 million increase due to recent FERC audit findings. 
• A $2 million increase due to the FERC's approval of a settlement agreement. 
Income Tax Expense decreased $103 million primarily due to additional amortization of Excess ADIT not subject to 
normalization requirements as a result of finalized rate orders in 2019, a decrease in pretax book income and a 
decrease in state tax expense. The amortization of Excess ADIT is partially offset in Gross Margin and Other 
Operation and Maintenance expenses above. 
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TRANSMISSION AND DISTRIBUTION UTILITIES 
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(a) Other AEP Segments excludes Corporate and Other which is not considered a reportable segment. 

Years Ended December 31, 
Transmission and Distribution Utilities 2019 2018 2017 

(in millions) 
Revenues $ 4,482.5 $ 4,653.1 $ 4,419.3 
Purchased Electricity 794.3 858.3 835.3 
Amortization of Generation Deferrals 65.3 223.9 229.2 
Gross Margin 3,622.9 3,570.9 3,354.8 
Other Operation and Maintenance 1,628.1 1,541.7 1,199.3 
Asset Impairments and Other Related Charges 32.5 - -
Depreciation and Amortization 789.5 734.1 667.5 
Taxes Other Than Income Taxes 575.0 545.3 513.7 
Operating Income 597.8 749.8 974.3 
Interest and Investment Income 6.6 4.2 7.7 
Carrying Costs Income 1.0 1.7 3.6 
Allowance for Equity Funds Used During Construction 33.4 29.9 13.2 
Non-Service Cost Components of Net Periodic Benefit Cost 30.3 32.3 8.9 
Interest Expense (243.3) (248.1) (244.1) 

Income Before Income Tax Expense (Benefit) 425.8 569.8 763.6 
Income Tax Expense (Benefit) (25.2) 42.4 127.2 
Net Income 451.0 527.4 636.4 
Net Income Attributable to Noncontrolling Interests - - -

Earnings Attributable to AEP Common Shareholders $ 451.0 $ 527.4 $ 636.4 
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Summary of KWh Energy Sales for Transmission and Distribution Utilities 

Years Ended December 31, 

2019 2018 2017 
(in millions of KWhs) 

Retail: 
Residential 26,407 27,042 25,108 
Commercial 25,018 24,877 24,724 
Industrial 23,289 23,908 23,673 
Miscellaneous 779 760 757 

Total Retail (a)(b) 75,493 76,587 74,262 

Wholesale (c) 2,335 2,441 2,387 

Total KWhs 77,828 79,028 76,649 

(a) 2018 and 2017 KWhs have been revised to reflect the reclassification of certain customer accounts between Retail 
classes. This reclassification did not impact previously reported Total Retail KWhs. Management concluded that 
these prior period disclosure only errors were immaterial individually and in the aggregate. 

(b) Represents energy delivered to distribution customers. 
(c) Primarily Ohio's contractually obligated purchases of OVEC power sold into PJM. 
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Heating degree days and cooling degree days are metrics commonly used in the utility industry as a measure of the impact 
of weather on revenues. In general, degree day changes in the eastern region have a larger effect on revenues than changes 
in the western region due to the relative size ofthe two regions and the number of customers within each region. 

Summary of Heating and Cooling Degree Days for Transmission and Distribution Utilities 

Years Ended December 31, 

2019 2018 2017 

(in degree days) 
Eastern Region 
Actual - Heating (a) 3,071 3,357 2,709 
Normal - Heating (b) 3,208 3,215 3,225 

Actual - Cooling (c) 1,224 1,402 1,002 

Normal - Cooling (b) 992 980 974 

Western Region 
Actual - Heating (a) 301 354 239 

Normal - Heating (b) 322 325 330 

Actual - Cooling (d) 2,989 2,861 2,950 
Normal - Cooling (b) 2,699 2,688 2,669 

(a) Heating degree days are calculated on a 55 degree temperature base. 
(b) Normal Heating/Cooling represents the thirty-year average of degree days. 
(c) Eastern Region cooling degree days are calculated on a 65 degree temperature base. 
(d) Western Region cooling degree days are calculated on a 70 degree temperature base. 
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2019 Compared to 2018 

Reconciliation of Year Ended December 31, 2018 to Year Ended December 31,2019 
Earnings Attributable to AEP Common Shareholders from Transmission and Distribution Utilities 

(in millions) 

Year Ended December 31, 2018 $ 527.4 

Changes in Gross Margin: 
Retail Margins (65.2) 
Margins from Off-system Sales 11.8 
Transmission Revenues 85.6 
Other Revenues 19.8 
Total Change in Gross Margin 52.0 

Changes in Expenses and Other: 
Other Operation and Maintenance (86.4) 
Asset lmpairments and Other Related Charges (32.5) 
Depreciation and Amortization (55.4) 
Taxes Other Than Income Taxes (29.7) 
Interest and Investment Income 2.4 
Carrying Costs Income (0.7) 
Allowance for Equity Funds Used During Construction 3.5 
Non-Service Cost Component of Net Periodic Benefit Cost (2.0) 
Interest Expense 4.8 
Total Change in Expenses and Other (196.0) 

Income Tax Expense (Benefit) 67.6 

Year Ended December 31,2019 $ 451.0 

The major components of the increase in Gross Margin, defined as revenues less the related direct cost of purchased 
electricity and amortization of generation deferrals were as follows: 

• Retail Margins decreased $65 million primarily due to the following: 
• A $103 million net decrease in Ohio Basic Transmission Cost Rider revenues and recoverable PJM expenses. This 

decrease was partially offset in Other Operation and Maintenance expenses below. 
• A $30 million decrease due to a provision for refund in the 2019 Texas Base Rate Case. 
• A $25 million decrease in Ohio Deferred Asset Phase-In-Recovery Rider revenues which ended in the second 

quarter of 2019. This decrease was offset in Depreciation and Amortization expenses below. 
• A $22 million decrease in revenues associated with a vegetation management rider in Ohio. This decrease was 

offset in Other Operation and Maintenance expenses below. 
• A $21 million net decrease in margin in Ohio for the Phase-In-Recovery Rider including associated amortizations 

which ended in the first quarter of 2019. 
• A $21 million net decrease in margin in Ohio for the Rate Stability Rider including associated amortizations which 

ended in the third quarter of 2019. 
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• A $10 million decrease in weather-normalized margins primarily in the residential and commercial classes. 
These decreases were partially offset by: 
• A $58 million increase due to a reversal of a regulatory provision in Ohio. 
• A $41 million increase in revenues associated with Ohio smart grid riders. This increase was partially offset in 

other expense items below. 
• A $33 million net increase due to 2018 adjustments to the distribution decoupling under-recovery balance as a 

result of the 2018 Ohio Tax Reform settlement and changes in tax riders. This increase was partially offset in 
Income Tax Expense (Benefit) below. 
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• A $30 million increase due to the recovery of higher current year losses from a power contract with OVEC in 
Ohio. This increase was offset in Margins from Off-system Sales below. 

• An $11 million increase in Ohio Energy Efficiency/Peak Demand Reduction rider revenues. This increase was 
offset in Other Operation and Maintenance expenses below. 

• Margins from Off-system Sales increased $12 million primarily due to the following: 
• A $42 million increase due to higher affiliated PPA revenues in Texas. This increase was partially offset in Other 

Operation and Maintenance expenses below. 
This increase was partially offset by: 
• A $31 million decrease primarily due to higher current year losses from a power contract with OVEC as a result of 

the OVEC PPA rider in Ohio. This decrease was offset in Retail Margins above. 
• Transmission Revenues increased $86 million primarily due to recovery of increased transmission investment in 

ERCOT. 
• Other Revenues increased $20 million primarily due to the following: 

• An $11 million increase primarily due to securitization revenue. This increase was offset below in Depreciation 
and Amortization expenses and in Interest Expense. 

• A $7 million increase primarily due to distribution connection fees and pole attachment revenues in Ohio. 

Expenses and Other and Income Tax Expense (Benefit) changed between years as follows: 

• Other Operation and Maintenance expenses increased $86 million primarily due to the following: 
• A $68 million increase in PJM expenses primarily related to the annual formula rate true-up. 
• A $64 million increase in expense due to the partial amortization of the Texas Storm Cost Securitization regulatory 

asset as a result of the final PUCT order in the Texas Storm Cost Case. This increase was offset in Income Tax 
Expense (Benefit) below. 

• A $49 million increase in affiliated PPA expenses in Texas. This increase was offset in Margins from Off-system 
Sales above. 

• A$12 million increase due to a charitable contribution to the AEP Foundation. 
These increases were partially offset by: 
• A $117 million decrease in transmission expenses that were fully recovered in rate riders/trackers in Gross Margin 

above. 
· Asset Impairments and Other Related Charges increased $33 million due to regulatory disallowances in the 2019 

Texas Base Rate Case. 
• Depreciation and Amortization expenses increased $55 million primarily due to the following: 

• A $68 million increase in depreciation expense due to an increase in the depreciable base of transmission and 
distribution assets. 

• A $17 million increase in securitization amortizations in Texas. This increase was offset in Other Revenues above 
and in Interest Expense below. 

• An $11 million increase due to lower deferred equity amortizations associated with the Deferred Asset Phase-
In-Recovery Rider in Ohio which ended in the second quarter of 2019. 
A $6 million increase in depreciation expense related to the Oklaunion Power Station. 

These increases were partially offset by: 
• A $26 million decrease in Ohio recoverable DIR depreciation expense. This decrease was partially offset in Retail 

Margins above. 
• A $23 million decrease in amortizations associated with the Deferred Asset Phase-In-Recovery Rider in Ohio 

which ended in the second quarter of 2019. This decrease was offset in Retail Margins above. 
• Taxes Other Than Income Taxes increased $30 million primarily due to an increase in property taxes driven by 

additional investments in transmission and distribution assets and higher tax rates. 
• Allowance for Equity Funds Used During Construction increased $4 million primarily due to the following: 

• An $8 million increase in Ohio primarily due to adjustments that resulted from 2019 FERC audit findings. 
This increase was partially offset by: 
• A $5 million decrease in the Equity component as a result of higher short-term debt balances. partially offset by 

increased transmission projects. 
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Interest Expense decreased $5 million primarily due to the following: 
• A $21 million decrease due to the deferral of previously recorded interest expense approved for recovery as a 

result of the Texas Storm Cost Securitization financing order issued by the PUCT in June 2019. 
• An $11 million decrease in expense related to Securitization assets. This decrease was offset in Other Revenues 

and Depreciation and Amortization expenses above. 
These decreases were partially offset by: 
• A $22 million increase due to higher long-term debt balances. 
• A $2 million increase due to higher short-term debt balances. 
Income Tax Expense (Benefit) decreased $68 million primarily due to an increase in amortization of Excess ADIT 
not subject to normalization requirements as approved in the Texas Storm Cost Securitization financing order issued by 
the PUCT in June 2019 and a decrease in pretax book income. This decrease was partially offset above in Retail 
Margins and Other Operation and Maintenance expenses. 
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AEP TRANSMISSION HOLDCO 
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(a) Other AEP Segments excludes Corporate and Other which is not considered a reportable segment. 

Years Ended December 31, 
AEP Transmission Holdco 2019 2018 2017 

(in millions) 
Transmission Revenues $ 1,073.2 $ 804.1 $ 766.7 
Other Operation and Maintenance 119.0 105.6 74.7 
Depreciation and Amortization 183.4 137.8 102.2 
Taxes Other Than Income Taxes 174.4 142.3 114.0 

Operating Income 596.4 418.4 475.8 
Other Income 3.4 2.1 1.0 
Allowance for Equity Funds Used During Construction 84.3 67.2 52.5 
Non-Service Cost Components of Net Periodic Benefit Cost 2.7 2.6 0.3 
Interest Expense (103.3) (90.7) (72.8) 
Income Before Income Tax Expense and Equity Earnings 583.5 399.6 456.8 
Income Tax Expense 136.2 95.3 189.8 
Equity Earnings of Unconsolidated Subsidiary 72.8 68.7 88.6 
Net Income 520.1 373.0 355.6 
Net Income Attributable to Noncontrolling Interests 3.8 3.1 3.5 

Earnings Attributable to AEP Common Shareholders $ 516.3 $ 369.9 $ 352.1 
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Summary of Investment in Transmission Assets for AEP Transmission Holdco 

December 31, 

2019 2018 2017 

(in millions) 
Plant in Service $ 8,812.2 $ 7,008.4 $ 5,784.6 
Construction Work in Progress 1,521.8 1,651.1 1,325.6 
Accumulated Depreciation and Amortization 418.9 282.8 176.6 

Total Transmission Property, Net $ 9,915.1 $ 8,376.7 $ 6,933.6 
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2019 Compared to 2018 

Reconciliation of Year Ended December 31,2018 to Year Ended December 31,2019 
Earnings Attributable to AEP Common Shareholders from AEP Transmission Holdco 

(in millions) 

Year Ended December 31,2018 $ 369.9 

Changes in Transmission Revenues: 

Transmission Revenues 
Total Change in Transmission Revenues 

269.1 
269.1 

Changes in Expenses and Other: 
Other Operation and Maintenance (13.4) 
Depreciation and Amortization (45.6) 
Taxes Other Than Income Taxes (32.1) 
Other Income 1.3 
Allowance for Equity Funds Used During Construction 17.1 
Non-Service Cost Components of Net Periodic Pension Cost 0.1 
Interest Expense (12.6) 

Total Change in Expenses and Other (85.2) 

Income Tax Expense (40.9) 
Equity Earnings of Unconsolidated Subsidiary 4.1 

Net Income Attributable to Noncontrolling Interests (0.7) 

Year Ended December 31,2019 $ 516.3 

The major components of the increase in transmission revenues, which consists of wholesale sales to affiliates and 
nonaffiliates were as follows: 

• Transmission Revenues increased $269 million primarily due to continued investment in transmission assets. 

Expenses and Other, Income Tax Expense and Equity Earnings of Unconsolidated Subsidiaries changed between years as 
follows: 

• Other Operation and Maintenance expenses increased $13 million primarily due to the following: 
• A $7 million increase due to a charitable contribution to the AEP Foundation. 

A $6 million increase due to continued investment in transmission assets. 
• Depreciation and Amortization expenses increased $46 million primarily due to a higher depreciable base. 
· Taxes Other Than Income Taxes increased $32 million primarily due to higher property taxes as a result of increased 

transmission investment. 
• Allowance for Equity Funds Used During Construction increased $17 million primarily due to the following: 

• An $18 million increase due to higher monthly CWIP balances. 
• A $12 million increase due to the FERC's approval of a settlement agreement. 
These increases were partially offset by: 
• A $13 million decrease due to recent FERC audit findings. 
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Interest Expense increased $13 million primarily due to higher long-term debt balances. 
Income Tax Expense increased $41 million primarily due to higher pretax book income. 
Equity Earnings of Unconsolidated Subsidiaries increased $4 million primarily due to higher pretax equity earnings 
at ETT. 
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GENERATION & MARKETING 
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(a) Other AEP Segments excludes Corporate and Other which is not considered a reportable segment. 

Years Ended December 31, 

Generation & Marketing 2019 2018 2017 
(in millions) 

Revenues $ 1,857.6 $ 1,940.3 $ 1,875.1 
Fuel, Purchased Electricity and Other 1,456.2 1,537.3 1,377.2 

Gross Margin 401.4 403.0 497.9 
Other Operation and Maintenance 223.8 229.3 279.5 
Asset Impairments and Other Related Charges 31.0 47.7 53.5 
Gain on Sale of Merchant Generation Assets - - (226.4) 
Depreciation and Amortization 69.5 41.0 24.2 
Taxes Other Than Income Taxes 15.6 13.4 12.1 

Operating Income 61.5 71.6 355.0 
Interest and Investment Income 7.7 13.1 10.3 
Non-Service Cost Components ofNet Periodic Benefit Cost 14.9 15.2 8.9 
Interest Expense (30.0) (14.9) (18.5) 

Income Before Income Tax Expense (Benefit) and Equity 
Earnings (Loss) 54.1 85.0 355.7 

Income Tax Expense (Benefit) (53.8) (49.2) 189.7 

Equity Earnings (Loss) of Unconsolidated Subsidiaries (3.8) 0.5 -
Net Income 104.1 134.7 166.0 

Net Loss Attributable to Noncontrolling Interests (8.7) (0.6) -
Earnings Attributable to AEP Common Shareholders $ 112.8 $ 135.3 $ 166.0 
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Summary of MWhs Generated for Generation & Marketing 

Years Ended December 31, 
2019 2018 2017 

(in millions of 1MWhs) 
Fuel Type: 

Coal 6 8 12 
Natural Gas - - 2 
Renewables 2 1 1 

Total MWhs 8 9 15 

Cummary of 01Whs Generated for Genenttion & Marketing 
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2019 Compared to 2018 

Reconciliation of Year Ended December 31, 2018 to Year Ended December 31, 2019 
Earnings Attributable to AEP Common Shareholders from Generation & Marketing 

(in millions) 

Year Ended December 31,2018 $ 135.3 

Changes in Gross Margin: 
Merchant Generation 
Renewable Generation 
Retail, Trading and Marketing 

Total Change in Gross Margin 

(73.3) 
31.9 
39.8 

(1.6) 

Changes in Expenses and Other: 
Other Operation and Maintenance 5.5 
Asset Impairments and Other Related Charges 16.7 
Depreciation and Amortization (28.5) 
Taxes Other Than income Taxes (2.2) 
Interest and Investment Income (5.4) 
Non-Service Cost Components of Net Periodic Benefit Cost (0.3) 
Interest Expense (15.1) 

Total Change in Expenses and Other (29.3) 

Income Tax Expense (Benefit) 4.6 
Equity Earnings (Loss) of Unconsolidated Subsidiaries (4.3) 
Net Loss Attributable to Noncontrolling Interests 8.1 

Year Ended December 31,2019 $ 112.8 

The major components of the decrease in Gross Margin, defined as revenues less the related direct cost of fuel, including 
consumption of chemicals and emissions allowances, purchased electricity and certain cost of service for retail operations 
were as follows: 

• Merchant Generation decreased $73 million primarily due to the following: 
A $42 million decrease due to reduced capacity and energy margins. 
A $17 million decrease due to the retirement of the Stuart Plant in 2018. 

• A $14 million decrease due to the retirement of Conesville Units 5 and 6 in 2019. 
• Renewable Generation increased $32 million primarily due to the Sell-lpra Renewables LLC acquisition and other 

renewable projects placed in-service. 
• Retail, Trading and Marketing increased $40 million due to higher retail margins due to lower market costs and 

higher delivered volumes and higher marketing activity in 2019. 

Expenses and Other and Income Tax Expense (Benefit) changed between years as follows: 
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Other Operation and Maintenance expenses decreased $6 million primarily due to the retirement of the Stuart Plant 
and Conesville Units 5 and 6 partially offset by expenses related to the Sempra Renewables LLC acquisition and 
increased investments in wind farms and renewable energy sources. 
Asset Impairments and Other Related Charges decreased $17 million primarily due to a $35 million decrease in 
impairment charges related to Racine partially offset by a $19 million increase in impairment charges related to the 
Conesville plant in 2019. 
Depreciation and Amortization expenses increased $29 million primarily due to a higher depreciable base from 
increased investments in renewable energy sources. 
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Interest Expense increased $15 million primarily due to increased borrowing costs related to the Sempra Renewables 
LLC acquisition. 
Income Tax Expense (Benefit) increased $5 million primarily due to an increase in income and production tax credits 
related to the Sempra Renewables LLC and Santa Rita East acquisitions. This increase was partially offset by a 
decrease in parent savings in 2019. 
Equity Earnings of Unconsolidated Subsidiaries decreased $4 million primarily due to the Sempra Renewables LLC 
acquisition. 
Net Loss Attributed to Noncontrolling Interests increased $8 million primarily due to the Sempra Renewables LLC 
acquisition. 
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CORPORATE AND OTHER 

2019 Compared to 2018 

Earnings attributable to AEP Common Shareholders from Corporate and Other decreased from a loss of $99 million in 2018 
to a loss of $141 million in 2019 primarily due to: 

• A $71 million increase in interest expense as a result of increased debt outstanding. 
• A $12 million increase in general corporate expenses. 
• A $6 million increase in tax expense primarily due to the following: 

• A $23 million increase in state income tax expense related to unitary state filing requirements. 
• An $18 million increase related to the enactment of the Kentucky state tax legislation in the second quarter of 

2018. 
• A $5 million increase due to the current year revaluation of AEP's state deferred tax liability as a result of the 

state income tax filing requirement in Kansas associated with the Sempra Renewables LLC acquisition. 
These increases were partially offset by: 
• A $43 million decrease due to a decrease in the allocation of the parent company loss benefit due to the tax 

sharing agreement. 
• A $5 million write-off of an equity investment and related assets in 2019. 

These items were partially offset by: 

• A $20 million impairment of an equity investment and related assets in 2018. 
• An $18 million increase in interest income from affiliates. 
• A $16 million increase in interest income due to a higher return on investments held by EIS. 

AEP SYSTEM INCOME TAXES 

2019 Compared to 2018 

Income Tax Expense decreased $128 million primarily due to an increase in amortization of Excess ADIT not subject to 
normalization requirements as a result of finalized rate orders in 2019, an increase in income and production tax credits 
driven by the Sempra Renewables LLC and Santa Rita East acquisitions and a decrease in pretax book income. 
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FINANCIAL CONDITION 

AEP measures financial condition by the strength of its balance sheet and the liquidity provided by its cash flows. 

LIQUIDITY AND CAPITAL RESOURCES 

Debt and Equity Capitalization 

December 31, 

2019 2018 

Cdollars in millions) 
Long-term Debt, including amounts due within one year $ 26,725.5 54.1% $ 23,346.7 52.7% 

Short-term Debt 2,838.3 5.7 1,910.0 4.3 

Total Debt 29,563.8 59.8 25,256.7 57.0 
AEP Common Equity 19,632.2 39.6 19,028.4 42.9 
Noncontrolling Interests 281.0 0.6 31.0 0.1 

Total Debt and Equity Capitalization $ 49,477.0 100.0% $ 44,316.1 100.0% 

AEP's ratio of debt-to-total capital increased from 57.0% to 59.8% as of December 31, 2018 and 2019, respectively, 
primarily due to an increase in debt to support distribution, transmission and renewable investment growth. 

Liqu idity 

Liquidity, or access to cash, is an important factor in determining AEP's financial stability. Management believes AEP has 
adequate liquidity under its existing credit facilities. As of December 31, 2019, AEP had a $4 billion revolving credit 
facility to support its commercial paper program. Additional liquidity is available from cash from operations and a 
receivables securitization agreement. Management is committed to maintaining adequate liquidity. AEP generally uses 
short-term borrowings to fund working capital needs, property acquisitions and construction until long-term funding is 
arranged. Sources of long-term funding include issuance of long-term debt, leasing agreements, hybrid securities or 
common stock. 

Net Available Liquidity 

AEP manages liquidity by maintaining adequate external financing commitments. As of December 31, 2019, available 
liquidity was $2.1 billion as illustrated in the table below: 

Amount Maturity 

(in millions) 
Commercial Paper Backup: 

Revolving Credit Facility $ 4,000.0 June 2022 
Cash and Cash Equivalents 246.8 
Total Liquidity Sources 4,246.8 

Less: AEP Commercial Paper Outstanding 2,110.0 

Net Available Liquidity $ 2,136.8 

AEP uses its commercial paper program to meet the short-term borrowing needs of its subsidiaries. The program funds a 
Utility Money Pool, which funds AEP's utility subsidiaries; a Nonutility Money Pool, which funds certain AEP nonutility 
subsidiaries; and the short-term debt requirements of subsidiaries that are not participating in either money pool for 
regulatory or operational reasons, as direct borrowers. The maximum amount of commercial paper outstanding during 2019 
was $2.2 billion. The weighted-average interest rate for AEP's commercial paper during 2019 was 2.51%. 
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Other Credit Facilities 

An uncommitted facility gives the issuer of the facility the right to accept or decline each request made under the facility. 
AEP issues letters of credit on behalf of subsidiaries under six uncommitted facilities totaling $405 million. The 
Registrants' maximum future payments for letters of credit issued under the uncominitted facilities as of December 31, 
2019, was $207 million with maturities ranging from January 2020 to December 2020. 
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Financing Plan 

As of December 31,2019, AEP had $1.6 billion of long-term debt due within one year. This included $431 million of 
Pollution Control Bonds with mandatory tender dates and credit support for variable interest rates that requires the debt be 
classified as current and $392 million of securitization bonds and DCC Fuel notes. Management plans to refinance the 
majority of the maturities due within one year on a long-term basis. 

Securitized Accounts Receivables 

AEP receivables securitization agreement provides a commitment of $750 million from bank conduits to purchase 
receivables and expires in July 2021. 

Debt Covenants and Borrowing Limitations 

AEP's credit agreements contain certain covenants and require it to maintain a percentage of debt-to-total capitalization at a 
level that does not exceed 67.5%. The method for calculating outstanding debt and capitalization is contractually-defined in 
AEP's credit agreements. Debt as defined in the revolving credit agreement excludes securitization bonds and debt of AEP 
Credit. As of December 31, 2019, this contractually-defined percentage was 57.4%. Non-performance under these 
covenants could result in an event of default under these credit agreements. In addition, the acceleration ofAEP's payment 
obligations, or the obligations of certain of AEP's major subsidiaries, prior to maturity under any other agreement or 
instrument relating to debt outstanding in excess of $50 million, would cause an event of default under these credit 
agreements. This condition also applies in a majority of AEP's non-exchange-traded commodity contracts and would 
similarly allow lenders and counterparties to declare the outstanding amounts payable. However, a default under AEP's 
non-exchange-traded commodity contracts would not cause an event of default under its credit agreements. 

The revolving credit facility does not permit the lenders to refuse a draw on any facility if a material adverse change occurs. 

Utility Money Pool borrowings and external borrowings may not exceed amounts authorized by regu]atory orders and AEP 
manages its borrowings to stay within those authorized limits. 

Equity Units 

In March 2019. AEP issued 16.1 million Equity Units initially in the form of corporate units, at a stated amount of $50 per 
unit, for a total stated amount of $805 million. Net proceeds from the issuance were approximately $785 million. Each 
corporate unit represents a 1/20 undivided beneficial ownership interest in $1,000 principal amount of AEP's 3.40% Junior 
Subordinated Notes due in 2024 and a forward equity purchase contract which settles after three years in 2022. The 
proceeds from this issuance were used to support AEP's overall capital expenditure plans including the recent acquisition of 
Sempra Renewables LLC. See Note 14 - Financing Activities for additional information. 

Dividend Policy and Restrictions 

The Board of Directors declared a quarterly dividend of $0.70 per share in January 2020. Future dividends may vary 
depending upon AEP's profit levels, operating cash flow levels and capital requirements, as well as financial and other 
business conditions existing at the time. Parent's income primarily derives from common stock equity in the earnings of its 
utility subsidiaries. Various financing arrangements and regulatory requirements may impose certain restrictions on the 
ability of the subsidiaries to transfer funds to Parent in the form of dividends. Management does not believe these 
restrictions will have any significant impact on its ability to access cash to meet the payment of dividends on its common 
stock. See 'Dividend Restrictions" section of Note 14 for additional information. 
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Credit Ratings 

AEP and its utility subsidiaries do not have any credit arrangements that would require material changes in payment 
schedules or terminations as a result of a credit downgrade, but its access to the commercial paper market may depend on its 
credit ratings. In addition, downgrades in AEP's credit ratings by one of the rating agencies could increase its borrowing 
costs. Counterparty concerns about the credit quality of AEP or its utility subsidiaries could subject AEP to additional 
collateral demands under adequate assurance clauses under its derivative and non-derivative energy contracts. 

CASH FLOW 

AEP relies primarily on cash flows from operations, debt issuances and its existing cash and cash equivalents to fund its 
liquidity and investing activities. AEP's investing and capital requirements are primarily capital expenditures, repaying of 
long-term debt and paying dividends to shareholders. AEP uses short-term debt, including commercial paper, as a bridge to 
long-term debt financing. The levels of borrowing may vary significantly due to the timing of long-term debt financings and 
the impact of fluctuations in cash fiows. 

Years Ended December 31, 

2019 2018 2017 

(in millions) 

Cash, Cash Equivalents and Restricted Cash at Beginning of Period $ 444.1 $ 412.6 $ 403.5 

Net Cash Flows from Operating Activities 4,270.1 5,223.2 4,270.4 

Net Cash Flows Used for Investing Activities (7,144.5) (6,353.6) (3,656.4) 

Net Cash Flows from (Used for) Financing Activities 2,862.9 1,161.9 (604.9) 

Net Increase (Decrease) in Cash, Cash Equivalents and Restricted Cash (11.5) 31.5 9.1 

Cash, Cash Equivalents and Restricted Cash at End of Period $ 432.6 $ 444.1 $ 412.6 

Operating Activities 

Years Ended December 31, 
2019 2018 2017 

(in millions) 

Net Income $ 1,919,8 $ 1,931.3 $ 1,928.9 
Non-Cash Adjustments to Net Income (a) 2,685.7 2,400.0 2,822.6 

Mark-to-Market of Risk Management Contracts (29.2) (66.4) (23.3) 
Pension Contributions to Qualified Plan Trust - - (93.3) 

Property Taxes (73.8) (59.1) (29.5) 
Deferred Fuel Over/Under Recovery, Net 85.2 189.7 84.4 

Recovery of Ohio Capacity Costs, Net 34.1 67.7 83.2 
Refund of Global Settlement (16.5) (5.5) (98.2) 

Change in Other Noncurrent Assets (97.4) 119.8 (423.9) 
Change in Other Noncurrent Liabilities (116.1) 129.0 181.7 

Change in Certain Components of Working Capital (121.7) 516.7 (162.2) 

Net Cash Flows from Operating Activities $ 4,270.1 $ 5,223.2 $ 4,270.4 

(a) Non-Cash Adjustments to Net Income includes Depreciation and Amortization, Rockport Plant Unit 2 Operating Lease 
Amortization, Deferred Income Taxes, Asset Impairments and Other Related Charges, Allowance for Equity Funds Used During 
Construction, Amortization of Nuclear Fuel, Pension and Postemployment Benefit Reserves and Gain on Sale of Merchant 
Generation Assets. 
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2019 Compared to 2018 

Net Cash Flows from Operating Activities decreased by $953 million primarily due to the following: 
• A $638 million decrease in cash from Changes in Certain Components of Working Capital. This decrease was 

primarily due to an increase in fuel, material and supplies balances as a result of mild winter weather, the addition 
of operating lease payments due to the adoption of ASU 2016-02, higher employee-related benefits and revenue 
refunds related to Tax Reform. These decreases were partially offset by timing of accounts receivables. 

• A $245 million decrease in cash from Change in Other Noncurrent Liabilities primarily due to increases in revenue 
refunds related to Tax Reform and Ohio regulatory liabilities. 

• A $217 million decrease in cash from Changes in Other Noncurrent Assets primarily due to a change in regulatory 
assets as a result of AEP subsidiaries with rider recovery mechanisms. See Note 4 - Rate Matters for additional 
information. 

· A $105 million decrease in cash from Deferred Fuel Over/Under Recovery, Net primarily due to the full recovery of 
the Ohio Phase-in-Recovery Rider and prior year reduction of ENEC balances at APCo and WPCo as a result of the 
2018 West Virginia Tax Reform Order, partially offset by net rate and weather fluctuations across jurisdictions. See 
Note 4 - Rate Matters for additional information. 

These decreases in cash were partially offset by: 
• A $274 million increase in cash from Net Income, after non-cash adjustments. See Results of Operations for further 

detail. 

Investing Activities 

Years Ended December 31, 

2019 2018 2017 

(in millions) 

Construction Expenditures $ (6,051.4) $ (6,310.9) $ (5,691.3) 

Acquisitions of Nuclear Fuel (92.3) (46.1) (108.0) 

Acquisition of Sempra Renewables LLC and Santa Rita East, net of cash and 
restricted cash acquired (918.4) - -

Proceeds from Sale of Merchant Generation Assets - - 2,159.6 

Other (82.4) 3.4 (16.7) 

Net Cash Flows Used for Investing Activities $ (7,144.5) $ (6,353.6) $ (3,656.4) 

2019 Compared to 2018 

Net Cash Flows Used for Investing Activities increased by $791 million primarily due to the following: 
• A $918 million increase due to the acquisition of Sempra Renewables LLC and Santa Rita East. The $918 million 

represents a cash payment of $936 million, net of cash and restricted cash acquired of $18 million. See Note 7 -
Acquisitions, Dispositions and Impairments for additional information. 

This increase in the use of cash was partially offset by: 
A $260 million decrease in construction expenditures primarily due to decreases in Generation & Marketing. 

Financing Activities 

Years Ended December 31, 

2019 2018 2017 

(in millions) 

Issuance of Common Stock $ 65.3 $ 73.6 $ 12.2 
Issuance/Retirement of Debt, Net 4,244.1 2,435.1 691.8 

Dividends Paid on Common Stock (1,350.0) (1,255.5) (1,191.9) 
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Other (96.5) (91.3) (117.0) 

Net Cash Flows from (Used for) Financing Activities $ 2,862.9 $ 1,161.9 $ (604.9) 
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2019 Compared to 2018 

Net Cash Flows from Financing Activities increased by $1.7 billion primarily due to the following: 
• A $1.6 billion increase in cash due to decreased retireinents of long-term debt. See Note 14- Financing Activities 

for additional information. 
• A $657 million increase in cash from short-term debt primarily due to increased borrowings of commercial paper. 

See Note 14- Financing Activities for additional information. 
These increases in cash were partially offset by: 

• A $409 million decrease in issuance of long-term debt. See Note 14 - Financing Activities for additional 
information. 

The following financing activities occurred during 2019: 

AEP Common Stock: 

• During 2019, AEP issued 924 thousand shares of common stock under the incentive compensation, employee 
saving and dividend reinvestment plans and received net proceeds of $65 million. 

Debt: 

• During 2019, AEP issued approximately $4.6 billion of long-term debt, including $2.7 billion of senior unsecured 
notes at interest rates ranging from 3.15% to 4.5%, $805 million ofjunior subordinated debenture note at interest 
rate of 3.4%, $771 million of pollution control bonds at interest rates ranging from 1.35% to 2.60%, and $375 
million of other debt at various interest rates. The proceeds from these issuances were used to fund long-term debt 
maturities and construction programs. 

• During 2019, AEP entered into interest rate derivatives with notional amounts totaling $125 million that were 
designated as cash flow hedges. As of December 31,2019, AEP had a total notional amount of $125 million of 
interest rate derivatives designated as cash flow hedges. During 2019, settlements of AEP's interest rate derivatives 
designated as fair value hedges resulted in net cash paid of $] .5 million. As of December 31,2019, AEP had a total 
notional amount of $500 million of outstanding interest rate derivatives designated as fair value hedges. 

In 2020: 

In January and February 2020, AEP Texas retired $111 million and $3 million, respectively, of Securitization Bonds. 

In January and February 2020, I&M retired $8 million and $5 million, respectively, of Notes Payable related to DCC Fuel. 

in January 2020, Transource Energy issued $4 million of variable rate Other Long-term Debt due in 2023. 

In February 2020, APCo retired $12 million of Securitization Bonds. 

42 

10361 



Workpaper 11 
Page 336 of 815 

BUDGETED CAPITAL EXPENDITURES 

Management forecasts approximately $6.3 billion of capital expenditures in 2020. For the four year period, 2021 through 
2024, management forecasts capital expenditures of $26.6 billion. Capital expenditures related to North Central Wind 
Energy Facilities are excluded from these budgeted amounts. The expenditures are generally for transmission, generation, 
distribution, regulated and contracted renewables, and required environmental investment to comply with the Federal EPA 
rules. Estimated capital expenditures are subject to periodic review and modification and may vary based on the ongoing 
effects of regulatory constraints, environmental regulations, business opportunities, market volatility, economic trends, 
weather, legal reviews and the ability to access capital. Management expects to fund these capital expenditures through 
cash flows from operations and financing activities. Generally, the Registrant Subsidiaries use cash or short-term 
borrowings under the money pool to fund these expenditures until long-term funding is arranged. The 2020 estimated 
capital expenditures include generation, transmission and distribution related investments, as well as expenditures for 
compliance with environmental regulations as follows: 

2020 Budgeted Capital Expenditures 

Segment Environmental Generation Transmission Distribution Other (a) lrotal 

(in millions) 
Vertically Integrated Utilities $ 165.1 $ 277.2 $ 701.0 $ 899.6 $ 309.1 $ 2,352.0 
Transmission and 

Distribution Utilities - 1.8 765.3 870.9 219.5 1,857.5 
AEP Transmission Holdco - - 1,452,0 - 53,3 1,505.3 
Generation & Marketing 11.0 571.8 - - 28.9 611.7 

Corporate and Other - - - - 12.4 12.4 

Total $ 176.1 $ 850.8 $ 2,918.3 $ 1,770.5 $ 623.2 $ 6,338.9 

(a) Amount primarily consists of facilities, software and telecommunications. 
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The 2020 estimated capital expenditures by Registrant Subsidiary include distribution, transmission and generation related 
investments, as well as expenditures for compliance with environmental regulations as follows: 

2020 Budgeted Capital Expenditures 

Company Environmental Generation Transmission Distribution Other (a) lrotal 
(in millions) 

AEP Texas $ - $ 1.8 $ 629.4 $ 443.5 $ 94.7 $ 1,169.4 
AEPTCo - - 1,374.1 - 56.3 1,430.4 
APCo 37.3 43.4 339.7 267.7 74.0 762.1 
[&M 33.4 153.8 83.6 248.7 105.4 624.9 
OPCo -- -- 135.9 427.4 124.9 688.2 
PSO 6.0 21.2 49.7 183.8 50.4 311.1 
SWEPCo 40.1 39.5 126.5 122.6 46.8 375.5 

(a) Amount primarily consists of facilities, software and telecommunications. 
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CONTRACTUAL OBLIGATION INFORMATION 

AEP's contractual cash obligations include amounts reported on the balance sheets and other obligations disclosed in the 
footnotes. The following table summarizes AEP's contractual cash obligations as of December 31, 2019: 

Payments Due by Period 

Less Than After 
Contractual Cash Obligations 1 Year 2-3 Years 4-5 Years 5 Years Total 

(in millions) 
Short-term Debt (a) $ 2,838.3 $ -$ -$ - $ 2,838.3 
Interest on Fixed Rate Portion of Long-term Debt (b) 28.8 45.2 31.7 29.3 135.0 

Fixed Rate Portion ofLong-term Debt (c) 1,070.4 4,238.3 1,271.3 18,863.1 25,443.1 

Variable Rate Portion of Long-term Debt (d) 528.3 799.0 175.1 - 1,502.4 

Finance Lease Obligations (e) 72.7 121.3 107.0 64.4 365.4 
Operating Lease Obligations (e) 269.9 499.2 136.8 169.7 1,075.6 

Fuel Purchase Contracts (f) 1,047.0 1,105.0 234.4 111.4 2,497.8 
Energy and Capacity Purchase Contracts 227.8 353.2 273.5 1,080.0 1,934.5 

Construction Contracts for Capital Assets (g) 2,121.2 3,752.4 2,992.8 3,382.7 12,249.1 

Total $ 8,204.4 $ 10,913.6 $ 5,222.6 $ 23,700.6 $ 48,041.2 

(a) Represents principal only, excluding interest. 
(b) Interest payments are estimated based on final maturity dates of debt securities outstanding as of December 31, 2019 and do 

not reflect anticipated future refinancing, early redemptions or debt issuances. 
(c) See "Long-term Debt" section of Note 14 for additional information. Represents principal only, excluding interest. 
(d) See "Long-term Debt" section of Note 14 for additional information. Represents principal only, excluding interest. Variable 

rate debt had interest rates that ranged between 1.67% and 3.20% as of December 31, 2019, 
(e) See Note 13- Leases for additional information. 
(f) Represents contractual obligations to purchase coal, natural gas, uranium and other consumables as fuel for electric generation 

along with related transportation ofthe fuel. 
(g) Represents only capital assets for which there are signed contracts. Actual payments are dependent upon and may vary 

significantly based upon the decision to build, regulatory approval schedules, timing and escalation of project costs. 

AEP's pension funding requirements are not included in the above table. As of December 31, 2019, AEP expects to make 
contributions to the pension plans totaling $6 million in 2020. Estimated contributions of $119 million in 2021 and $123 
million in 2022 may vary significantly based on market returns, changes in actuarial assumptions and other factors. Based 
upon the projected benefit obligation and fair value of assets available to pay pension benefits, the pension plans were 
95.8% funded as of December 31. 2019. See "Estimated Future Benefit Payments and Contributions" section ofNote 8 for 
additional information. 

In addition to the amounts disclosed in the contractual cash obligations table above, standby letters of credit are entered into 
with third-parties. These letters of credit are issued in the ordinary course of business and cover items such as natural gas 
and electricity risk management contracts, construction contracts, insurance programs, security deposits and debt service 
reserves. There is no collateral held in relation to any guarantees in excess of the ownership percentages. In the event any 
letters of credit are drawn, there is no recourse to third-parties. See "Letters of Credit" section of Note 6 for additional 
information. 

SIGNIFICANT TAX LEGISLATION 

In December 2017, Tax Reform legislation was signed into law. Tax Reform includes significant changes to the Internal 
Revenue Code of 1986, as amended, including lowering the corporate federal income tax rate from 35% to 21%. As a result 
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ofthis rate change, the Registrants' deferred tax assets and liabilities were remeasured using the newly enacted rate of 21% 
in December 2017. In December 2019, a tax extenders bill was signed into law to extend wind PTCs an additional year. 
Wind projects that begin construction in 2020 are now eligible for a 60% PTC or alternatively an 18% ITC in lieu ofa PTC. 
See "Federal Tax Reform and Legislation" and "State Tax Legislation" sections of Note 12 for additional information. 
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CYBER SECURITY 

The electric utility industry is an identified critical infrastructure function with mandatory cyber security requirements under 
the authority of FERC. The North American Electric Reliability Corporation (NERC). which FERC certified as the nation's 
Electric Reliability Organization, developed mandatory critical infrastructure protection cyber security reliability standards. 
AEP began participating in the NERC grid security and emergency response exercises. GridEx. in 2013 and continues to 
participate in the bi-yearly exercises. These efforts, led by NERC, test and further develop the coordination, threat sharing 
and interaction between utilities and various government agencies relative to potential cyber and physical threats against the 
nation's electric grid. The operations of AEP's electric utility subsidiaries are subject to extensive and rigorous mandatory 
cyber and physical security requirements that are developed and enforced by NERC to protect grid security and reliability. 
AEP's Enterprise Security program uses the National Institute of Standards and Technology Cybersecurity Framework as a 
guideline. 

Critical cyber assets, such as data centers, power plants, transmission operations centers and business networks are protected 
using multiple layers of cyber security and authentication. Cyber hackers have been successful in breaching a number of 
very secure facilities, including federal agencies, banks and retailers. As understanding of these events develop, AEP has 
adopted a defense in depth approach to cyber security and continually assesses its cyber security tools and processes to 
determine where to strengthen its defenses. These strategies include monitoring, alerting and emergency response, forensic 
analysis, disaster recovery and criminal activity reporting. This approach allows AEP to deal with threats in real time. 

AEP has undertaken a variety of actions to monitor and address cyber related risks. Cyber security and the effectiveness of 
AEP's cyber security processes are reviewed annually with the Board of Directors and at several meetings with tile Audit 
Committee throughout the year. AEP's strategy for managing cyber related risks is integrated within its enterprise risk 
management processes. AEP enterprise security continually adjusts staff and resources in response to the evolving threat 
landscape. In addition, AEP maintains cyber liability insurance to cover certain damages caused by cyber incidents. 

AEP's Chief Security Officer (CSO) leads the cyber security and physical security teams and is responsible for the design. 
implementation and execution of AEP's security risk management strategy, which includes cyber security. AEP operates a 
24/7 Cyber Security Intelligence and Response Center (cyber security team) responsible for monitoring the AEP System for 
cyber risks and threats. Among other things, the CSO and the cyber security team actively monitor best practices. perform 
penetration testing, lead response exercises and internal campaigns and provide training and communication across the 
organization. 

The cyber security team constantly scans the AEP System for risks and threats. AEP also continually reviews its business 
continuity plan to develop an effective recovery strategy that seeks to decrease response times, limit financial impacts and 
maintain customer confidence during any business interruption. AEP has implemented a third-party risk governance 
program to identify potential risks introduced through third-party relationships, such as vendors, software and hardware 
manufacturers or professional service providers. As warranted, AEP obtains certain contractual security guarantees and 
assurances with these third-party relationships to help ensure the security and safety of its information. The cyber security 
team works closely with a broad range of departments. including legal, regulatory, corporate communications and audit 
services and information technology. 

The cyber security team collaborates with partners from both industry and government, and routinely participates in 
industry-wide programs that exchange knowledge of threats with utility peers, industry and federal agencies. AEP is an 
active member of a number of industry specific threat and information sharing communities including the Department of 
Homeland Security and the Electricity Information Sharing and Analysis Center. AEP continues to work with nonaffiliated 
entities to do penetration testing and to design and implement appropriate remediation strategies. 

There can be no assurance, however, that these efforts will be effective to prevent interruption of services or other damages 
to AEP's business or operations in connection with any cyber-related incident. 
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES AND ACCOUNTING STANDARDS 

CRIT]CAL ACCOUNTING POLICIES AND ESTIMATES 

The preparation of financial statements in accordance with GAAP requires management to make estimates and assumptions 
that affect reported amounts and related disclosures, including amounts related to legal matters and 
contingencies. Management considers an accounting estimate to be critical if: 

• It requires assumptions to be made that were uncertain at the time the estimate was made; and 
• Changes in the estimate or different estimates that could have been selected could have a material effect on net 

income or financial condition. 

Management discusses the development and selection of critical accounting estimates as presented below with the Audit 
Committee ofAEP's Board of Directors and the Audit Committee reviews the disclosures relating to them. 

Management believes that the current assumptions and other considerations used to estimate amounts reflected in the 
financial statements are appropriate. However, actual results can differ significantly from those estimates. 

The sections that follow present information about critical accounting estimates, as well as the effects of hypothetical 
changes in the material assumptions used to develop each estimate. 

Regulatory Accounting 

Nature of Estimates Required 

The Registrants' financial statements reflect the actions of regulators that can result in the recognition of revenues and 
expenses in different time periods than enterprises that are not rate-regulated. 

The Registrants recognize regulatory assets (deferred expenses to be recovered in the future) and regulatory liabilities 
(deferred future revenue reductions or refunds) for the economic effects of regulation. Specifically, the timing of expense 
and income recognition is matched with regulated revenues. Liabilities are also recorded for refunds. or probable refunds, 
to customers that have not been made. 

Assumptions and Approach Used 

When incurred costs are probable of recovery through regulated rates, regulatory assets are recorded on the balance 
sheets. Management reviews the probability of recovery at each balance sheet date and whenever new events 
occur. Similarly, regulatory liabilities are recorded when a determination is made that a refund is probable or when ordered 
by a commission. Examples of new events that affect probability include changes in the regulatory environment. issuance 
of a regulatory commission order or passage of new legislation. The assumptions and judgments used by regulatory 
authorities continue to have an impact on the recovery of costs as well as the return of revenues, rate of return earned on 
invested capital and timing and amount of assets to be recovered through regulated rates. I f recovery of a regulatory asset is 
rio longer probable, that regulatory asset is written-off as a charge against earnings. A write-off of regulatory assets or 
establishment of a regulatory liability may also reduce future cash flows since there will be no recovery through regulated 
rates. 

Effect if Different Assumptions Used 

A change in the above assumptions may result in a material impact on net income. See Note 5 - Effects of Regulation for 
additional information related to regulatory assets and regulatory liabilities. 
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Revenue Recognition - Unbilled Revenues 

Nature of Estimates Required 

AEP recognizes revenues from customers as the performance obligations of delivering energy to customers are 
satisfied. The determination of sales to individual customers is based on the reading of their meters, which is performed on 
a systematic basis throughout the month. At the end of each month, amounts of energy delivered to customers since the 
date of the last meter reading are estimated and the corresponding unbilled revenue accrual is recorded. This estimate is 
reversed in the following month and actual revenue is recorded based on meter readings. PSO and SWEPCo do not include 
the fuel portion in unbilled revenue in accordance with the applicable state commission regulatory treatment in Arkansas, 
Louisiana, Oklahoma and Texas. 

Accrued unbilled revenues for the Vertically Integrated Utilities segment were $248 million and $255 million as of 
December 31, 2019 and 2018, respectively. The changes in unbilled electric utility revenues for A EP's Vertically Integrated 
Utilities segment were $(7) million, $(23) million and $37 million for the years ended December 31, 2019, 2018 and 2017, 
respectively. The changes in unbilled electric revenues are primarily due to changes in weather and rates. 

Accrued unbilled revenues for the Transmission and Distribution Utilities segment were $166 million and $178 million as of 
December 31, 2019 and 2018, respectively. The changes in unbilled electric utility revenues for AEP's Transmission and 
Distribution Utilities segment were $(12) million, $(24) million and $11 million for the years ended December 31, 2019, 
2018 and 2017, respectively. The changes in unbilled electric revenues are primarily due to changes in weather and rates. 

Accrued unbilled revenues for the Generation & Marketing segment were $75 million and $59 million as of December 31, 
2019 and 2018, respectively. The changes in unbilled electric utility revenues for AEP's Generation & Marketing segment 
were $] 6 million, $5 million and $5 million for the years ended December 31,2019,2018 and 2017, respectively. 

Assumptions and Approach Used 

For each Registrant except A EPTCo. the monthly estimate for unbilled revenues is based upon a primary computation of net 
generation (generation plus purchases less sales) less the current month's billed KWh and estimated line losses, plus the 
prior month's unbilled KWh. However, due to the potential for meter reading issues, meter drift and other anomalies, a 
secondary computation is made, based upon an allocation of billed KWh to the current month and previous month, on a 
billing cycle-by-cycle basis, and by dividing the current month aggregated result by the billed KWh. The two 
methodologies are evaluated to confirm that they are not statistically different. 

For AEP's Generation & Marketing segment, management calculates unbilled revenues by contract using the most recent 
historic daily activity adjusted for significant known changes in usage. 

Effect if Different Assumptions Used 

I f the two methodologies used to estimate unbilled revenue are statistically different, a limiter adjustment is made to bring 
the primary computation within one standard deviation of the secondary computation. Additionally, significant fluctuations 
in energy demand for the unbilled period, weather, line losses or changes in the composition of customer classes could 
impact the estimate ofunbilled revenue. 
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Accounting Jor Derivative Instruments 

Nature of Estimates Required 

Management considers fair value techniques, valuation adjustments related to credit and liquidity and judgments related to 
the probability of forecasted transactions occurring within the specified time period to be critical accounting 
estimates. These estimates are considered significant because they are highly susceptible to change from period to period 
and are dependent on many subjective factors. 

Assumptions and Approach Used 

The Registrants measure the fair values of derivative instruments and hedge instruments accounted for using MTM 
accounting based primarily on exchange prices and broker quotes. Ifa quoted market price is not available, the fair value is 
estimated based on the best market information available including valuation models that estimate future energy prices 
based on existing market and broker quotes, supply and demand market data and other assumptions. Fair value estimates, 
based upon the best market information available, involve uncertainties and matters of significant j udgment. These 
uncertainties include projections of macroeconomic trends and future commodity prices. including supply and demand 
levels and future price volatility. 

The Registrants reduce fair values by estimated valuation adj ustments for items such as discounting, liquidity and credit 
quality. Liquidity adjustments are calculated by utilizing bid/ask spreads to estimate the potential fair value impact of 
Iiquidating open positions over a reasonable period of time. Credit adjustments on risk management contracts are calculated 
using estimated default probabilities and recovery rates relative to the counterparties or counterparties with similar credit 
profiles and contractual netting agreements. 

With respect to hedge accounting, management assesses hedge effectiveness and evaluates a forecasted transaction's 
probability of occurrence within the specified time period as provided in the original hedge documentation. 

Effect if Different Assumptions Used 

There is inherent risk in valuation modeling given the complexity and volatility of energy markets. Therefore, it is possible 
that results in future periods may be materially different as contracts settle. 

The probability that hedged forecasted transactions will not occur by the end of the specified time period could change 
operating results by requiring amounts currently classified in Accumulated Other Comprehensive Income (Loss) to be 
classified into operating income. 

For additional information see Note 10- Derivatives and Hedging and Note 11 - Fair Value Measurements. See "Fair Value 
Measurements of Assets and Liabilities" section of Note 1 for AEP's fair value calculation policy. 
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Long-Lived Assets 

Nature of Estimates Required 

In accordance with the requirements of "Property, Plant and Equipment" accounting guidance and "Regulated Operations" 
accounting guidance, the Registrants evaluate long-lived assets for impairment whenever events or changes in circumstances 
indicate that the carrying amount of any such assets may not be recoverable. Such events or changes in circumstance 
include planned abandonments, probable disallowances for rate-making purposes of assets determined to be recently 
completed plant and assets that meet the held-for-sale criteria. The Registrants utilize a group composite method of 
depreciation to estimate the useful lives of long-lived assets. 

An impairment evaluation of a long-lived, held and used asset may result from an abandonment, significant decreases in the 
market price of an asset, a significant adverse change in the extent or manner in which an asset is being used or in its 
physical condition, a significant adverse change in legal factors or in the business climate that could affect the value of an 
asset, as well as other economic or operations analyses. If the carrying amount of the asset is not recoverable, the 
Registrants record an impairment to the extent that the fair value of the asset is less than its book value. Performing an 
impairment evaluation involves a significant degree of estimation and judgment in areas such as identifying circumstances 
that indicate an impairment may exist, identifying and grouping affected assets and developing the undiscounted and 
discounted future cash flows (used to estimate fair value in the absence of market-based value, in some instances) associated 
with the asset. For assets held for sale, an impairment is recognized if the expected net sales price is less than its book 
value. Any impairment charge is recorded as a reduction to earnings. 

Assumptions and Approach Used 

The fair value of an asset is the amount at which that asset could be bought or sold in a current transaction between willing 
parties other than in a forced or liquidation sale. Quoted market prices in active markets are the best evidence of fair value 
and are used as the basis for the measurement, if available. In the absence of quoted prices for identical or similar assets in 
active markets, the Registrants estimate fair value using various internal and external valuation methods including cash ilow 
projections or other market indicators of fair value such as bids received, comparable sales or independent appraisals. Cash 
flow estimates are based on relevant information available at the time the estimates are made. Estimates of future cash 
flows are, by nature, highly uncertain and may vary significantly from actual results. Also, when measuring fair value, 
management evaluates the characteristics of the asset or liability to determine if market participants would take those 
characteristics into account when pricing the asset or liability at the measurement date. Such characteristics include. for 
example, the condition and location of the asset or restrictions on the use of the asset. The Registrants perform depreciation 
studies that include a review of any external factors that may affect the useful life to determine composite depreciation rates 
and related lives which are subject to periodic review by state regulatory commissions for regulated assets. The fair value 
ofthe asset could be different using different estimates and assumptions in these valuation techniques. 

Effect if Different Assumptions Used 

In connection with the evaluation of long-lived assets in accordance with the requirements of "Property, Plant and 
Equipment" accounting guidance, the fair value of the asset can vary i f different estimates and assumptions are used in the 
applied valuation techniques. Estimates for depreciation rates contemplate the history of interim capital replacements and 
the amount of salvage expected. In cases of impairment. the best estimate of fair value was made using valuation methods 
based on the most current information at that time. Fluctuations in realized sales proceeds versus the estimated fair value of 
the asset are generally due to a variety of factors including, but not limited to, differences in subsequent market conditions, 
the level of bidder interest, the timing and terms of the transactions and management's analysis of the benefits of the 
transaction. 
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Pension and OPEB 

AEP maintains a qualified, defined benefit pension plan (Qualified Plan), which covers substantially all nonunion and 
certain union employees, and unfunded, nonqualified supplemental plans (Nonqualified Plans) to provide benefits in excess 
of amounts permitted under the provisions of the tax law for participants in the Qualified Plan (collectively the Pension 
Plans). AEP also sponsors OPEB plans to provide health and life insurance benefits for retired employees. The Pension 
Plans and OPEB plans are collectively referred to as the Plans. 

For a discussion of investment strategy, investment limitations, target asset allocations and the classification of investments 
within the fair value hierarchy, see "Investments Held in Trust for Future Liabilities" and "Fair Value Measurements of 
Assets and Liabilities" sections of Note 1. See Note 8 - Benefit Plans for information regarding costs and assumptions for 
the Plans. 

The following table shows the net periodic cost (credit) ofthe Plans: 

Net Periodic Cost (Credit) 
Years Ended December 31, 

2019 2018 2017 

(in millions) 
Pension Plans $ 61.5 $ 82.9 $ 98.6 
OPEB (80.7) (101.8) (63.2) 

The net periodic benefit cost is calculated based upon a number ofactuarial assumptions, including expected long-term rates 
of return on the Plans' assets. In developing the expected long-term rate of return assumption for 2020, management 
evaluated input from actuaries and investment consultants, including their reviews of asset class return expectations as well 
as long-term inflation assumptions. Management also considered historical returns of the investment markets and tax rates 
which affect a portion of the OPEB plans' assets. Management anticipates that the investment managers employed for the 
Plans will invest the assets to generate future returns averaging 5.75% for the Qualified Plan and 5.5% for the OPEB plans. 

The expected long-term rate of return on the Plans' assets is based on management's targeted asset allocation and expected 
investment returns for each investment category. Assumptions for the Plans are summarized in the following table: 

Pension Plans OPEB 

Assumed/ Assumed/ 

2020 Expected 2020 Expected 

Target Long-Term Target Long-Term 

Asset Rate of Asset Rate of 
Allocation Return Allocation Return 

Equity 30% 7.70% 48% 7.27% 
Fixed income 54 4.18 50 3.85 
Other Investments 15 7.96 - -
Cash and Cash Equivalents 1 2.17 2 2.17 

Total 100% 100% 

Management regularly reviews the actual asset allocation and periodically rebalances the investments to the targeted 
allocation. Management believes that 5.75% for the Qualified Plan and 5.5% for the OPEB plans are reasonable estimates 
of the long-term rate of return on the Plans' assets. The Pension Plans' assets had an actual gain of 15.81% for the year 
ended December 31, 2019 and an actual loss of 2.10% for the year ended December 31, 2018. The OPEB plans' assets had 
an actual gain of 20.93% for the year ended December 31,2019 and an actual loss of 6.38% for the year ended December 
31, 2018. Management will continue to evaluate the actuarial assumptions, including the expected rate of return, at least 
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annually, and will adjust the assumptions as necessary. 

51 

10373 



Workpaper 11 
Page 348 of 815 

AEP bases the determination of pension expense or income on a market-related valuation of assets, which reduces 
year-to-year volatility. This market-related valuation recognizes investment gains or losses over a five-year period from the 
year in which they occur. Investment gains or losses for this purpose are the difference between the expected return 
calculated using the market-related value of assets and the actual return based on the market-related value of assets. Since 
the market-related value of assets recognizes gains or losses over a five-year period, the future value of assets will be 
impacted as previously deferred gains or losses are recorded. As of December 31, 2019, AEP had cumulative gains of 
approximately $209 million for the Qualified Plan that remain to be recognized in the calculation of the market-related 
value of assets. These unrecognized market-related net actuarial gains may result in increases in the future pension costs 
depending on several factors, including whether such gains at each measurement date exceed the corridor in accordance 
with "Compensation - Retirement Benefits" accounting guidance. 

The method used to determine the discount rate that AEP utilizes for determining future obligations is a duration-based 
method in which a hypothetical portfolio of high quality corporate bonds is constructed with cash flows matching the 
benefit plan liability. The composite yield on the hypothetical bond portfolio is used as the discount rate for the plan. The 
discount rate as of December 31, 2019 under this method was 3.25% for the Qualified Plan, 3.15% for the Nonqualified 
Plans and 3.3% for the OPEB plans. Due to the effect of the unrecognized net actuarial losses and based on an expected 
rate of return on the Pension Plans' assets of 5.75%, discount rates of 3.25% and 3.15% and various other assumptions, 
management estimates that the pension costs for the Pension Plans will approximate $107 million, $94 million and $81 
million in 2020, 2021 and 2022, respectively. Based on an expected rate of return on the OPEB plans' assets of 5.5%, a 
discount rate of 3.3% and various other assumptions, management estimates OPEB plan credits will approximate $110 
million, $111 million and $112 million in 2020,2021 and 2022, respectively. Future actual costs will depend on future 
investment performance, changes in future discount rates and various other factors related to the populations participating in 
the Plans. The actuarial assumptions used may differ materially from actual results. The effects of a 50 basis point change 
to selective actuarial assumptions are included in the "Effect if Different Assumptions Used" section below. 

The value of AEP's Pension Plans' assets increased to $5.0 billion as of December 31, 2019 from $4.7 billion as of 
December 31,2018 primarily due to higher investment returns. During 2019. the Qualified Plan paid $361 million and the 
Nonqualified Plans paid $6 million in benefits to plan participants. The value of AEP's OPEB plans' assets increased to 
$1.8 billion as of December 31, 2019 from $1.5 billion as of December 31, 2018 primarily due to higher investment 
returns. The OPEB plans paid $113 million in benefits to plan participants during 2019. 

Nature of Estimates Required 

AEP sponsors pension and OPEB plans in various forms covering all employees who meet eligibility requirements. These 
benefits are accounted for under "Compensation" and "Plan Accounting" accounting guidance. The measurement of 
pension and OPEB obligations, costs and liabilities is dependent on a variety of assumptions. 

Assumptions and Approach Used 

The critical assumptions used in developing the required estimates include the following key factors: 

• Discount rate 
• Compensation increase rate 
• Cash balance crediting rate 
• Health care cost trend rate 
• Expected return on plan assets 

Other assumptions, such as retirement, mortality and turnover, are evaluated periodically and updated to retlect actual 
experience. 
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Effect if Different Assumptions Used 

The actuarial assumptions used may differ materially from actual results due to changing market and economic conditions, 
higher or lower withdrawal rates, longer or shorter life spans of participants or higher or lower lump sum versus annuity 
payout elections by plan participants. These differences may result in a significant impact to the amount of pension and 
OPEB expense recorded. 1f a 50 basis point change were to occur for the following assumptions, the approximate effect on 
the financial statements would be as follows: 

Pension Plans OPEB 
+0.5% -0.5% +0.5% -0.5% 

(in millions) 
Effect on December 31,2019 Benefit Obligations 

Discount Rate $ (258.1) $ 283.3 $ (64.4) $ 71.0 
Compensation Increase Rate 26.3 (24.3) NA NA 

Cash Balance Crediting Rate 71.4 (66.1) NA NA 
Health Care Cost Trend Rate NA NA 15.7 (15.3) 

Effect on 2019 Periodic Cost 

Discount Rate $ (12.7) $ 13.9 $ (3.2) $ 3.5 
Compensation Increase Rate 5.3 (4.9) NA NA 
Cash Balance Crediting Rate 13.5 (12.4) NA NA 
Health Care Cost Trend Rate NA NA 2.0 (1.9) 
Expected Return on Plan Assets (23.7) 23.7 (7.5) 7.5 

NA Not applicable. 

ACCOUNTING STANDARDS 

See Note 2 - New Accounting Standards for information related to accounting standards adopted in 2019 and standards 
effective in the future. 

OUANTITATIVE AND OUALITATIVE DISCLOSURES ABOUT MARKET RISK 

Market Risks 

The Vertically Integrated Utilities segment is exposed to certain market risks as a major power producer and through 
transactions in power, coal, natural gas and marketing contracts. These risks include commodity price risks which may be 
subject to capacity risk, credit risk as well as interest rate risk. These risks represent the risk of loss that may impact this 
segment due to changes in the underlying market prices or rates. 

The Transmission and Distribution Utilities segment is exposed to energy procurement risk and interest rate risk. 

The Generation & Marketing segment conducts marketing, risk management and retail activities in ERCOT, PJM, SPP and 
MISO. This segment is exposed to certain market risks as a marketer of wholesale and retail electricity. These risks include 
commodity price risks which may be subject to capacity risk, credit risk as well as interest rate risk. These risks represent 
the risk of loss that may impact this segment due to changes in the underlying market prices or rates. In addition, the 
Generation & Marketing segment is also exposed to certain market risks as a power producer and through transactions in 
wholesale electricity, natural gas and marketing contracts. 

Management employs risk management contracts including physical forward and financial forward purchase-and-sale 
contracts. Management engages in risk management of power, capacity, coal, natural gas and, to a lesser extent, heating oil, 
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gasoline and other commodity contracts to manage the risk associated with the energy business. As a result, AEP is subject 
to price risk. The amount of risk taken is determined by the Commercial Operations, Energy Supply and Finance groups in 
accordance with established risk management policies as approved by the Finance Committee of the Board of Directors. 
AEPSC's market risk oversight staff independently monitors risk policies, procedures and risk 
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levels and provides members of the Commercial Operations Risk Committee (Regulated Risk Committee) and the Energy 
Supply Risk Committee (Competitive Risk Committee) various reports regarding compliance with policies, limits and 
procedures. The Regulated Risk Committee consists of AEPSC's Chief Financial Officer, Executive Vice President of 
Generation, Senior Vice President of Commercial Operations, Senior Vice President of Treasury and Risk and Chief Risk 
Officer. The Competitive Risk Committee consists of AEPSC's Chief Financial Officer, Senior Vice President of Treasury 
and Risk and Chief Risk Officer in addition to Energy Supply's President and Vice President. When commercial activities 
exceed predetermined limits, positions are modified to reduce the risk to be within the limits unless specifically approved by 
the respective committee. 

The following table summarizes the reasons for changes in total MTM value as compared to December 31,2018: 

MTM Risk Management Contract Net Assets (Liabilities) 

Year Ended December 31,2019 

Transmission 
Vertically and Generation 
Integrated Distribution & 

Utilities Utilities Marketing Total 

(in millions) 
Total MTM Risk Management Contract Net Assets 

(Liabilities) as of December 31, 2018 $ 90.9 $ (101.0) $ 164.5 $ 154.4 

Gain from Contracts Realized/Settled During the Period 
and Entered in a Prior Period (5.4) (7.2) (19.2) (31.8) 

Fair Value ofNew Contracts at Inception When Entered 
During the Period (a) - - 8.3 8.3 

Changes in Fair Value Due to Market Fluctuations 
During the Period (b) - - 9.8 9.8 

Changes in Fair Value Allocated to Regulated 
Jurisdictions (c) (9.6) 4.6 - (5.0) 

Total MTM Risk Management Contract Net Assets 
(Liabilities) as of December 31,2019 $ 75.9 $ (103.6) $ 163.4 135.7 

Commodity Cash Flow Hedge Contracts (125.5) 

Interest Rate Cash Flow Hedge Contracts 4.6 
Fair Value Hedge Contracts 14.5 

Collateral Deposits 34.0 

Total MTM Derivative Contract Net Assets as of 
December 31,2019 $ 63.3 

(a) Reflects fair value on primarily long-term structured contracts which are typically with customers that seek fixed pricing to 
limit their risk against fluctuating energy prices. The contract prices are valued against market curves associated with the 
delivery location and delivery term. A significant portion of the total volumetric position has been economically hedged. 

(b) Market fluctuations are attributable to various factors such as supply/demand, weather, etc. 
(c) Relates to the net gains (losses) of those contracts that are not reflected on the statements of income. These net gains (losses) 

are recorded as regulatory liabilities/assets or accounts payable. 

See Note 10 - Derivatives and Hedging and Note 11 - Fair Value Measurements for additional information related to risk 
management contracts. The following tables and discussion provide information on credit risk and market volatility risk. 

Credit Risk 

Credit risk is mitigated in wholesale marketing and trading activities by assessing the creditworthiness of potential 

10377 



Workpaper 11 
Page 352 of 815 

counterparties before entering into transactions with them and continuing to evaluate their creditworthiness on an ongoing 
basis. Management uses credit agency ratings and current market-based qualitative and quantitative data as well as financial 
statements to assess the financial health of counterparties on an ongoing basis. 
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AEP has risk management contracts (includes non-derivative contracts) with numerous counterparties. Since open risk 
management contracts are valued based on changes in market prices of the related commodities, exposures change daily. As 
of December 31, 2019, credit exposure net of collateral to sub investment grade counterparties was approximately 6.5%, 
expressed in terms of net MTM assets, net receivables and the net open positions for contracts not subject to MTM 
(representing economic risk even though there may not be risk of accounting loss). As of December 31, 2019, the following 
table approximates AEP's counterparty credit quality and exposure based on netting across commodities, instruments and 
legal entities where applicable: 

Exposure Number of Net Exposure 
Before Counterparties of 
Credit Credit Net >10% of Counterparties 

Counterparty Credit Quality Collateral Collateral Exposure Net Exposure >10% 
(in millions, except number of counterparties) 

Investment Grade $ 513.4 $ - $ 513.4 2 $ 208.1 
Split Rating 3.1 - 3.1 2 3.1 
No External Ratings: 

Internal Investment Grade 135.8 - 135.8 4 82.2 

Internal Noninvestment Grade 55.7 10.5 45.2 2 28.6 
Total as of December 31, 2019 $ 708.0 $ 10.5 $ 697.5 

All exposure in the table above relates to either AEPSC or AEPER In addition, AEP is exposed to credit risk related to 
participation in RTOs. For each of the RTOs in which AEP participates, this risk is generally determined based on the 
proportionate share of member gross activity over a specified period of time. 

Value at Risk (VaR) Associated with Risk Management Contracts 

Management uses a risk measurement model, which calculates VaR, to measure AEP's commodity price risk in the risk 
management portfolio. The VaR is based on the variance-covariance method using historical prices to estimate volatilities 
and correlations and assumes a 95% confidence level and a one-day holding period. Based on this VaR analysis, as of 
December 31,2019, a near term typical change in commodity prices is not expected to materially impact net income, cash 
flows or financial condition. 

Management calculates the VaR for both a trading and non-trading portfolio. The trading portfolio consists primarily of 
contracts related to energy trading and marketing activities. The non-trading portfolio consists primarily of economic hedges 
of generation and retail supply activities. The following tables show the end, high, average and low market risk as measured 
by VaR for the periods indicated: 

VaR Model 
Trading Portfolio 

Twelve Months Ended Twelve Months Ended 

December 31, 2019 December 31, 2018 

End High Average Low End High Average Low 

(in millions) (in millions) 

$ 0.1 $ 1.2 $ 0.2 $ 0.1 $ l.1 $ 1.8 $ 0.3 $ 0.1 

VaR Model 
Non-Trading Portfolio 
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Twelve Months Ended Twelve Months Ended 
December 31, 2019 December 31, 2018 

End High Average Low End High Average Low 

(in millions) (in millions) 
$ 0.2 $ 8.5 $ 1.1 $ 0.2 $ 4.0 $ 16.5 $ 2.7 $ 0.4 
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Management back-tests VaR results against performance due to actual price movements. Based on the assumed 95% 
confidence interval, the performance due to actual price movements would be expected to exceed the VaR at least once 
every 20 trading days. 

As the VaR calculation captures recent price movements, management also performs regular stress testing of the trading 
portfolio to understand AEP's exposure to extreme price movements. A historical-based method is employed whereby the 
current trading portfolio is subjected to actual, observed price movements from the last several years in order to ascertain 
which historical price movements translated into the largest potential MTM loss. Management then researches the 
underlying positions, price movements and market events that created the most significant exposure and reports the findings 
to the Risk Executive Committee, Regulated Risk Committee or Competitive Risk Committee as appropriate. 

Interest Rate Risk 

AEP is exposed to interest rate market fluctuations in the normal course of business operations. AEP has outstanding short 
and long-term debt which is subject to a variable rate. AEP manages interest rate risk by limiting variable-rate exposures to 
a percentage of total debt, by entering into interest rate derivative instruments and by monitoring the effects of market 
changes in interest rates. For the 12 months ended December 31, 2019, 2018 and 2017, a 100 basis point change in the 
benchmark rate on AEP's variable rate debt would impact pretax interest expense annually by $24 million, $25 million and 
$28 million, respectively. 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and Shareholders of 
American Electric Power Company, Inc. 

Opinions on the Financial Statements and Internal Control over Financial Reporting 

We have audited the accompanying consolidated balance sheets of American Electric Power Company, Inc. and its 
subsidiaries (the "Company") as of December 31, 2019 and 2018, and the related consolidated statements of income, of 
comprehensive income (loss), of changes in equity and of cash flows for each of the three years in the period ended 
December 31,2019, including the related notes (collectively referred to as the "consolidated financial statements '). We also 
have audited the Company's internal control over financial reporting as of December 31,2019, based on criteria established 
in Internal Control - Integrated Framework ( 20 \ 3 ) issued by the Committee of Sponsoring Organizations of the Treadway 
Commission (COSO). 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial 
position of the Company as of December 31,2019 and 2018, and the results of its operations and its cash flows for each of 
the three years in the period ended December 31, 2019 in conformity with accounting principles generally accepted in the 
United States of America. Also in our opinion, the Company maintained, in all material respects, effective internal control 
over financial reporting as of December 31 , 2019 , based on criteria established in Internal Control - Integrated Framework 
(2013) issued by the COSO. 

Change in Accounting Principle 

As discussed in Note 13 to the consolidated financial statements, the Company changed the manner in which it accounts for 
leases in 2019. 

Basis for Opinions 

The Company's management is responsible for these consolidated financial statements, for maintaining effective internal 
control over financial reporting, and for its assessment of the effectiveness of internal control over financial reporting, 
included in the accompanying Management's Report on Internal Control over Financial Reporting. Our responsibility is to 
express opinions on the Company's consolidated financial statements and on the Company's internal control over financial 
reporting based on our audits. We are a public accounting firm registered with the Public Company Accounting Oversight 
Board (United States) (PCAOB) and are required to be independent with respect to the Company in accordance with the 
U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the 
PCAOB. 

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform 
the audits to obtain reasonable assurance about whether the consolidated financial statements are free of material 
misstatement, whether due to error or fraud, and whether effective internal control over financial reporting was maintained 
in all material respects. 

Our audits of the consolidated financial statements included performing procedures to assess the risks of material 
misstatement of the consolidated financial statements, whether due to error or fraud, and performing procedures that 
respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures 
in the consolidated financial statements. Our audits also included evaluating the accounting principles used and significant 
estimates made by management, as well as evaluating the overall presentation of the consolidated financial statements. Our 
audit of internal control over financial reporting included obtaining an understanding of internal control over financial 
reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating 
effectiveness of internal control based on the assessed risk. Our audits also included performing such other procedures as we 
considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions. 
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Dennition and Limitations of Internal Control over Financial Reporting 

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with 
generally accepted accounting principles. A company's internal control over financial reporting includes those policies and 
procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the 
transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded 
as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and 
that receipts and expenditures of the company are being made only in accordance with authorizations of management and 
directors of the company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized 
acquisition, use, or disposition of the company's assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, 
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate 
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

Critical Audit Matters 

The critical audit matters communicated below are matters arising from the current period audit of the consolidated 
financial statements that were communicated or required to be communicated to the audit committee and that (i) relate to 
accounts or disclosures that are material to the consolidated financial statements and (ii) involved our especially 
challenging, subjective, or complex judgments. The communication of critical audit matters does not alter in any way our 
opinion on the consolidated financial statements, taken as a whole, and we are not, by communicating the critical audit 
matters below, providing separate opinions on the critical audit matters or on the accounts or disclosures to which they 
relate. 

Accounting for the Effects of Cost-Based Regulation 

As described in Notes 1,4, and 5 to the consolidated financial statements, the Company's consolidated financial statements 
refiect the actions of regulators that result in the recognition of certain revenues and expenses in different time periods than 
enterprises that are not rate-regulated. Regulatory assets (deferred expenses to be recovered in the future) and regulatory 
liabilities (deferred future revenue reductions or refunds) are recorded to reflect the economic effects of regulation in the 
same accounting period by matching expenses with their recovery through regulated revenues and matching income with its 
passage to customers in cost-based regulated rates. Management reviews the probability of recovery of regulatory assets and 
refund of regulatory liabilities at each balance sheet date, or whenever new events occur, whether influenced by regulatory 
commission orders, new legislation, or changes in the regulatory environment. As of December 31, 2019, there were $3.3 
billion of deferred costs included in regulatory assets, $0.2 billion of which were pending final regulatory approval, and 
$8.5 billion of regulatory liabilities awaiting potential refund or future rate reduction, $0.5 billion of which were pending 
final regulatory determination. 

The principal considerations for our determination that performing procedures relating to the accounting for the effects of 
cost-based regulation is a critical audit matter are there was significant judgment and estimation by management in the 
ongoing evaluation ofthe recovery of regulatory assets and refund of regulatory liabilities, and applying guidance contained 
in rate orders and other relevant evidence. This in turn led to significant audit effort and a high degree of auditor subjectivity 
in performing procedures and in evaluating audit evidence relating to management's judgments about the probability of 
recovery of regulatory assets and refund of regulatory liabilities, including estimates made to record recoveries, refunds and 
disallowances. 
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Addressing the matter involved performing procedures and evaluating audit evidence in connection with forming our overall 
opinion on the consolidated financial statements. These procedures included testing the effectiveness of controls relating to 
management's assessment of regulatory proceedings, including the probability of recovery of regulatory assets and refund of 
regulatory liabilities, including management's development of the estimates made to record any recoveries, refunds and 
disallowances. These procedures also included, among others, evaluating the reasonableness of management's assessment of 
probability of future recovery for regulatory assets and refund of regulatory liabilities, and testing management's process 
and evaluating the reasonableness of management's estimates of amounts to be refunded or recovered and the time period 
over which the refunds will be made or the recoveries will occur. Testing of regulatory assets and liabilities, including those 
subject to pending rate cases, also involved evaluating the provisions and formulas outlined in rate orders, other regulatory 
correspondence, and application of regulatory precedents. 

Valuation of Level 3 Risk Management Commodity Contracts 

As described in Notes 1,10 and 11 to the consolidated financial statements, the Company employs risk management 
commodity contracts including physical and financial forward purchase-and-sale contracts and, to a lesser extent, over-the-
counter swaps and options to accomplish its risk management strategies. Certain over-the-counter and bilaterally executed 
derivative instruments are executed in less active markets with a lower availability of pricing information. The fair value of 
these risk management commodity contracts is estimated based on available market information using discounted cash flow 
models that estimate future energy prices based on existing market and broker quotes, supply and demand market data and 
other assumptions. The main driver of the classification of risk management contracts within Level 3 in the fair value 
hierarchy is the lack of observable energy price curves in the market, which required management to apply significant 
judgment in deve]oping its estimate of energy prices in future periods. Management utilized such unobservable pricing data 
to value its Level 3 risk management commodity contract assets and liabilities, which totaled $372.4 million and $262.5 
million, as of December 31, 2019, respectively. 

The principal considerations for our determination that performing procedures relating to the valuation of Level 3 risk 
management commodity contracts is a critical audit matter are there was significant judgment and estimation by 
management when developing the fair value of the commodity contracts. This in turn led to significant audit effort and a 
high degree of auditor subjectivity in performing procedures and in evaluating audit evidence relating to the unobservable 
assumptions used within management's discounted cash flow models, including projections of forward commodity prices, 
supply and demand levels, and future price volatility. In addition, the audit effort involved the use of professionals with 
specialized skill and knowledge to assist in performing these procedures and evaluating the audit evidence obtained. 

Addressing the matter involved performing procedures and evaluating audit evidence in connection with forming our overall 
opinion on the consolidated financial statements. These procedures included testing the effectiveness of controls relating to 
management's valuation of the risk management commodity contracts, including controls over the assumptions used to 
value the Level 3 risk management commodity contracts. These procedures also included, among others, testing the data 
used in and management's process for developing the fair value of the Level 3 risk management commodity contracts. 
Professionals with specialized skill and knowledge were used to assist in evaluating the appropriateness of the discounted 
cash flow models and reasonableness of the assumptions used by management, including the forward commodity prices, 
supply and demand levels, and future price volatility. 

Acquisition of Sempra Renewables Lk 

As described in Notes 7 and 17 to the consolidated financial statements, the Company completed the acquisition of Sempra 
Renewables LLC for net consideration of $580.4 million in 2019. Management applied significant judgment in estimating 
the fair value of net assets acquired, which involved the use of significant estimates and assumptions, including the pricing 
and terms of the existing purchase power agreements, forecasted market power prices, expected wind farm net capacity, and 
discount rates reflecting risk inherent in the future cash fiows and future power prices. 
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The principal considerations for our determination that performing procedures relating to the acquisition of Sempra 
Renewables LLC is a critical audit matter are there was significant audit effort and a high degree of auditor subjectivity in 
performing procedures relating to the fair value measurement of the net assets acquired due to the significant amount of 
judgment used by management when developing the estimates. Significant audit effort was required in evaluating the 
significant assumptions relating to the future cash flows, specifically, forecasted market power prices, expected wind farm 
net capacity, and discount rates. In addition, the audit effort involved the use of professionals with specialized skill and 
knowledge to assist in performing these procedures and evaluating the audit evidence obtained. 

Addressing the matter involved procedures and evaluating audit evidence in connection with forming our overall opinion on 
the consolidated financial statements. These procedures included testing the effectiveness of controls relating to the 
acquisition accounting, including controls over management's valuation of the acquired net assets and controls over 
development of the significant estimates and assumptions related to the future cash flows, specifically forecasted market 
power prices, expected wind farm net generation and discount rates. These procedures also included. among others, reading 
the purchase agreement and the related power purchase contracts, testing management's process for estimating the fair value 
of acquired net assets, and evaluating management's future cash flows and discount rates used to estimate the fair value of 
the acquired net assets, using professionals with specialized skill and knowledge to assist in doing so. Testing management's 
process included evaluating the appropriateness of the valuation methods and the reasonableness of the future cash flows, 
specifically market power prices, expected wind farm net capacity, and discount rates. Evaluating the reasonableness of 
forecasted market power prices involved evaluating the cost of constructing and operating a new wind plant over an 
assumed life in the same geographic region as of the acquisition date using third party market participant assumptions. 
Evaluating the reasonableness of expected wind farm net capacity involved evaluation against each wind farm's historical 
and expected generation. Discount rates were evaluated by considering the cost of capital of comparable businesses and 
other industry factors. 

/s/ PricewaterhouseCoopers LLP 

Columbus, Ohio 
February 20,2020 

We have served as the Company's auditor since 2017. 
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MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 

The management of American Electric Power Company, Inc. and Subsidiary Companies (AEP) is responsible for 
establishing and maintaining adequate internal control over financial reporting as such term is defined in Rule 13a-15(f) and 
15d-15(f) under the Securities Exchange Act of 1934. as amended. AEP's internal control is a process designed to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external 
purposes in accordance with generally accepted accounting principles. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, 
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate 
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

Management assessed the effectiveness of AEP's internal control over financial reporting as of December 31, 2019. In 
making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the 
Treadway Commission (COSO) in Internal Control - Integrated Framework (2013). Based on management's assessment, 
management concluded AEP's internal control over financial reporting was effective as of December 31, 2019. 

PricewaterhouseCoopers LLR AEP's independent registered public accounting firm has issued an audit report on the 
effectiveness of AEP's internal control over financial reporting as of December 31, 2019. The Report of Independent 
Registered Public Accounting Firm appears on the previous page. 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
CONSOLIDATED STATEMENTS OF INCOME 

For the Years Ended December 31, 2019, 2018 and 2017 
(in millions, except per-share and share amounts) 

Years Ended December 31, 

2019 2018 2017 

REVENUES 

Vertically Integrated Utilities $ 9,245 7 $ 9,556 7 $ 9,095.1 

Transinission and Distribution Uti ties 4.3190 4,552 3 4.328 9 

Generation & Marketing 1,721 8 1,818.1 1,771.4 

Other Revenues 274 9 268 6 229 5 

TOTAL REVENUES 15,5614 16,195.7 15,424.9 

EXPENSES 

Fuel and Other Consumables Used for Electric Generation I,940.9 2,3594 2,346 5 

Purchased Electricity for Resale 3, I 65 2 3.427 I 2.965 3 

Other Operation 2,743 7 2,979.2 2,525 2 

Maintenance I,213 9 1,247 4 I.145 6 

Asset [mpairments and Other Related Charges I 56.4 70.6 87. I 

Gain on Sale of Merchant Generation Assets - - (226 4) 

Depreciation and Amortization 2,514.5 2,286 6 1,9972 

Taxes Other Than Income Taxes 1,234 5 I,1427 I,059 4 

TOTAL EXPENSES 12,969.1 13,5130 11,899.9 

OPERATING INCOME 2.592.3 2,682 7 3,525.0 

Other Income (Expense): 

Other Income 26 6 182 34 6 

Allowance for Equity Funds Used During Construction 168.4 132 5 93 7 

Non-Service Cost Components of Net Periodic Benefit Cost 1200 124 5 45 5 

Gain on Sale of Equity Investment - - 12 4 

Interest Expense ( I,072 5) (984 4) (895 0) 

INCOME BEFORE INCOME TAX EXPENSE (BENEFIT) AND EQUITY EARNINGS I,834 8 1.973 5 2,8162 

Income Tax Expense (Benefit) (129) ] 15 3 969 7 

Equity Earnings of Unconsolidated S ubsidiaries 72 1 731 82.4 

NET INCOME 1,9I98 1,9313 I,928.9 

Net Income (Loss) Attributable to Noncontrolling Interests (1.3) 75 16.3 

EARNINGS ATTR]BUTABLE TO AEP COMMON SHAREHOLDERS $ 1,921.1 $ 1,923 8 $ 1,9126 

WEIGHTED AVERAGE NUMBER OF BASIC AEP COMMON SHARES OUTSTANDING 493,694,345 492,774,600 49],8]4,651 

TOTAL BASIC EARNINGS PER SHARE ATTRIBUTABLE TO AEP COMMON 
SHAREHOLDERS $ 389 $ 3.90 $ 3 89 
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WEIGHTED AVERAGE NUMBER OF DILUTED AEP COMMON SHARES OUTSTANDING 495,306,238 493,758,277 492,6] 1,067 

TOTAL DILUTED EARNINGS PER SHARE ATTRIBUTABLE TO AEP COMMON 
SHAREHOLDERS $ 3.88 $ 3.90 $ 3 88 

See Notes to Fmancial Statements Of Registrants begtnmng on page 156 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS) 

For the Years Ended December 31, 2019, 2018 and 2017 
(in millions) 

Years Ended December 31, 

2019 2018 2017 

Net Income $ 1,919.8 $ 1,931.3 $ 1,928.9 

OTHER COMPREHENSIVE INCOME (LOSS), NET OF TAXES 

Cash Flow Hedges, Net of Tax of $(21.1 ), $3.9 and $( 1.4) in 2019, 2018 and 2017, 
Respectively (79.4) 14.6 (2.6) 

Securities Available for Sale, Net of Tax of $0, $0 and $1.9 in 2019, 2018 and 2017, 
Respectively - - 3.5 

Amortization of Pension and OPEB Deferred Costs, Net of Tax of $(1.5), $(1.4) and 
$0.6 in 2019,2018 and 2017, Respectively (5.6) (5.3) 1.1 

Pension and OPEB Funded Status, Net of Tax of $ 15.3, $(8.8) and $46.7 in 2019, 2018 
and 2017, Respectively 57.7 (33.0) 86.5 

TOTAL OTHER COMPREHENSIVE INCOME (LOSS) (27.3) (23.7) 88.5 

TOTAL COMPREHENSIVE INCOME 1,892.5 1,907.6 2,017.4 

Total Comprehensive Income (Loss) Attributable To Noncontrolling Interests (1.3) 7.5 16.3 

TOTAL OTHER COMPREHENSIVE INCOME ATTIBUTABLE TO AEP 
COMMON SHAREHOLDERS $ 1,893.8 $ 1,900.1 $ 2,001.1 

See Notes to Financial Statements of Registrants beginning on page 156 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY 

For the Years Ended December 31,2019,2018 and 2017 
(in millions) 

AEP Common Shareholders 

Accumulated Common Stock 
Other 

Paid-in Retained Comprehensive Noncontrolling 
Shares Amount Capital Earnings Income (Loss) Interests Total 

TOTAL EQUITY - DECEMBER 31, 2016 512.0 $ 3,328.3 $ 6,332.6 $ 7,892,4 $ (156.3) $ 23.1 $ 17,420.1 

Issuance ofCommon Stock 0,2 11 111 12.2 

Common Stock Dividends (1.]78 3) (a) (13 6) (1,1919) 

Other Changes in Equity 55 0 08 55 8 

Net Income 1.9126 163 1,928 9 

Other Comprehensive Income 88.5 88 5 

TOTAL EQUITY - DECEMBER 31,2017 5122 3,329 4 6,398 7 8,626 7 (67 8) 26 6 18,313 6 

Issuance ofCommon Stock I3 80 65 6 73 6 

Common Stock Dividends (1,251.1) (a) (4 4) (1,255.5) 

Other Changes in Equity 218 13 231 

ASU 2018-02 Adoption 140 (17.0) (3 0) 
ASU 2016-01 Adoption Il 9 (119) -
Net Incoine 1,923.8 75 1,931.3 

Other Comprehensive Loss (23 7) (23 7) 

TOTAL EQUITY - DECEMBER 31, 2018 5135 3,3374 6,486.1 9,325 3 (120.4) 310 19,059 4 

Issuance of Common Stock 09 60 59.3 65.3 

Coininon Stock Dividends (I,345 5) (a) (4 5) (I,3500) 

Other Changes in Equity (9 8) (b) 22 (7.6) 
Acquisition of Sempra Renewables LLC 1348 1348 

Acquisition of Santa Rita East 118.8 1188 

Net Incoine (Loss) ].921 l (1 3) I.919 8 

Other Comprehensive Loss (27.3) (27 3) 

TOTAL EQUITY - DECEMBER 31,2019 5144 $ 3,343 4 $ 6,535 6 $ 9.900 9 $ ( 147 7) $ 281 0 $ 19,9132 

(a) Cash dividends declared per AEP common share were $2 71, $2 53 and $2 39 for the years ended December 31.2019,2018 and 2017. respectively 
(b) Includes $(62) million related to a forward equity purchase contract associated with the issuance of Equity Units See "Equity Units" section of Note 14 for 

additional information 

See Notes to Financtal Statements of Registrants beginmng on page 156. 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
CONSOLIDATED BALANCE SHEETS 

ASSETS 
December 31, 2019 and 2018 

(in millions) 

December 31, 

2019 2018 

CURRENT ASSETS 

Cash and Cash Equivalents $ 246 8 $ 234 1 
Restricted Cash 

(December 31,2019 and 2018 Amounts Include $1858 and $210, Respectively, Related to Transition Funding, 
Restoration Funding, Ohio Phase-in-Recovery Funding, Appalachtan Consuiner Rate Relief Funding and Santa Rita 
East) 185 8 2100 

Other Temporary Investments 
(December 31,2019 and 2018 Amounts Include $187 8 and $152 7, Respectively, Related to EIS and Transource 
Energy) 202 7 159 1 

Accounts Receivable 

Customers 625.3 699 0 

Accrued Unbilled Revenues 222 4 209 3 

Pledged Accounts Receivable - AEP Credit 873 9 999 8 

Miscellaneous 27 2 55 2 

Allowance for Uncollecttble Accounts (43 7) (36 8) 

Total Accounts Recelvable ],705 1 l,926 5 

Fuel 528 5 3190 

Materials and Supplies 640 7 602 I 

Risk Management Assets 172 8 162 8 

Regulatory Asset for Under-Recovered Fuel Costs 92 9 ]50 I 

Margin Deposits 60.4 1414 

Prepayments and Other Current Assets 242 1 208 8 

TOTAL CURRENT ASSETS 4,077 8 4,113 9 

PROPERTY, PLANT AND EQUIPMENT 

Electric 

Generation 22,762 4 21,699 9 

Transmission 24,808 6 21,531 0 

Distribution 22,443 4 21,]954 

Other Property, Plant and Equipment (Including Coal Mining and Nuclear Fuel) 4,8 I] 5 4,265 0 

Construction Work in Progress 4,319.8 4,393.9 

lotai Property, Plant and Equipment 79.145 7 73,085 2 

Accumulated Depreciation and Amortizatioii 19,0076 17,9861 

TOTAL PROPERTY, PLANT AND EQUIPMENT - NET 60.138 1 55,099 1 

OTHER NONCURRENT ASSETS 

Regulatory Assets 3,158,8 3,3104 

Securitized Assets 858 l 920 6 

Spent Nuclear Fuel and Decommissioning Trusts 2,975 7 2,474 9 

10392 



Workpaper 11 
Page 367 of 815 

Goodwill 52 5 52 5 

Long-term Risk Management Assets 266 6 254.0 

Operating Lease Assets 957 4 -

Deferred Charges and Other Noncurrent Assets 3,407.3 2,577.4 

TOTAL OTHER NONCURRENT ASSETS 11,676 4 9,589 8 

TOTAL ASSETS $ 75,892 3 $ 68,802 8 

See Noles to Financ,al Statements Of Registrants begtnntng on page 156 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
CONSOLIDATED BALANCE SHEETS 

LIABILITIES AND EQUITY 
December 31, 2019 and 2018 

(dollars in millions) 

December 31, 

2019 2018 

CURRENT LIABILITIES 

Accounts Payable $ 2,085.8 $ 1,874 3 

Short-term Debt 

Secuntized Debt for Receivables - AEP Credit 7100 750 0 

Othei Short-term Debt 2, I 28 3 I,1600 

Total Short-term Debt 2,838.3 1,9100 
Long-term Debt Due Within One Year 

(December 31,20]9 and 2018 Amounts Include $565 1 and $406 5, Respectively, Related to Transition 
Funding, DCC Fuel, Ohio Phase-in-Recovery Funding, Appalachian Consumer Rate Relief Funding, 
Transource Energy, Sabine and Restoration Funding) I,598 7 l,698 5 

Risk Management Liabilities ]143 55 0 

Customer Deposits 366 ] 4122 

Accrued Taxes 1,357.8 1,218 0 

Accrued Interest 243 6 231 7 

Obligations Under Operating Leases 234.1 -

Regulatory Liability for Over-Recovered Fuel Costs 86 6 58 6 

Other Current Liabilities 1,373.8 1,1905 

TOTAL CURRENT LIABILITIES l 0,299 1 8,648 8 

NONCURRENT LIABILI'IIES 

Long-term Debt 
(December 31,2019 and 2018 Amounts Include $907 and $1,109.2, Respectively, Related to Transition 
Funding, DCC Fuel, Ohio Phase-in-Recovery Funding, Appalachian Consumer Rate Relief Funding, 
l'ransource Energy, Sabine and Restoration Funding) 25,126 8 2 I,648.2 

Long-term Risk Management Liabilities 261 8 263 4 

Deferred Income Taxes 7,588 2 7,086 5 

Regulatory Liabilities and Defeired Investment Tax Credits 8,457 6 8,540 3 

Asset Retirement Obligations 2,2166 2,287 7 

Employee Benefits and Pension Obligations 466 0 3771 

Obligations Under Operating Leases 734 6 -

Deferred Credits and Other Noncurrent Liabilities 7198 782 6 

TOTAL NONCURRENT LIABILITIES 45,5714 40,985 8 

TOTAL LIABILITIES 55,870 5 49,634 6 

Rate Matters (Note 4) 

Commitments and Contingencies (Note 6) 

MEZZANINE EQFHY 

Redeemable Noncontrollmg Interest 65 7 69 4 
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Contingently Redeeinable Performance Share Awards 42 9 39 4 

TOTAL MEZZANINE EQUITY 108.6 108.8 

EQUITY 

Common Stock - Par Value - $6 50 Per Share 

Shares Authorized 

Shares Issued 

(20,204,160 Shares were Held iii Treasury as of December 31, 

Paid-in Capital 

Retained Earnings 

Accumulated Other Comprehensive Income (Loss) 

TOTAL AEP COMMON SHAREHOLDERS' EQUITY 

Noncontrolling Inteiests 

rOTAL EQU IT¥ 

2019 2018 

600,000,000 600,000,000 

514,373,631 513,450,036 

2019 and 2018, Respectively) 3,343 4 3,3374 

6,535 6 6,486.1 

9,900 9 9,325 3 

(1477) (120.4) 

19,632 2 I 9,028 4 

2810 310 

] 9,9 ]32 19,059 4 

TOTAL LIABILITIES, MEZZANINE EQUITY AND EQWTY $ 75,892 3 $ 68,802 8 

See Notes to Financial Statements of Registrants beginning on page 156. 
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIARY COMPANIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
For the Years Ended December 31, 2019, 2018 and 2017 

(in millions) 

Years Ended December 31, 

2019 2018 2017 

OPERATING ACTIVITIES 

Net Income $ ],919 8 $ l,931 3 $ ],928 9 

Adjustments to Reconcile Net Income to Net Cash Flows from Operating Activities: 

Depreciation and Amortization 2,514.5 2,286 6 1,997.2 

Rockport Plant, Unit 2 Operating Lease Amortization 136 5 -- -

Deferred Income Taxes (17.8) 104 3 90] 5 

Asset Impairments and Other Related Charges 1564 70 6 87 I 

Allowance for Equity Funds Used During Construction ( 168 4) (1325) (93 7) 

Mark-to-Market of Risk Management Contracts (29 2) (66 4) (23 3) 

Amortization of Nuclear Fuel 89 i 1138 129 1 

Pension and Postemployment Benefit Reserves (24 6) (42 8) 27 8 

Pension Contributions to Qualified Plan Trust - - (93 3) 

Property 'Iaxes (73 8) ( 59 1) (29 5) 

Deferred Fuel Over/Under-Recovery, Net 85.2 ]89 7 84.4 

Gain on Sale of Merchant Generation Assets - - (226 4) 

Recovery of Ohio Capacity Costs, Net 34 1 67 7 83 2 

Refund ofGIobal Settlement (]65) (5 5) (98 2) 

Change in Other Noncurrent Assets (97 4) 1198 (423 9) 

Change in Other Noncurrent Liabilities (116 1) ] 29 0 1817 

Changes in Certain Components ofWorking Capital: 

Accounts Receivable, Net 247 8 145 9 28 5 

Fuel, Materials and Supplies (248.2) 20.7 17.9 

Accounts Payable 58 36 6 (58 0) 

Acerued Taxes, Net 138.9 153.2 919 

Rockport Plant, Unit 2 Operating Lease Payinents (I 47 7) - -
Other Current Assets 70.7 105 (60 7) 

Other Current Liabilities (189 0) 149 8 ( I 81 8) 

Net Cash Flows from Operating Activities 4,270 1 5,223 2 4,270 4 

INVESTING ACTIVITIES 

Construction Expenditures (6,051 4) (6,3109) (5,691 3) 

Purchases of Investment Securities (1,576 0) (2,067 8) (2,314 7) 

Sales of Investment Secunties ],494 2 2,0100 2,256 3 

Acquisitions ofNuclear Fuel (92 3) (46 1) (108.0) 

Acquisition of Sempra Renewablcs LLC and Santa Rita East, net of cash and restricted cash acquired (918 4) - -
Proceeds from Sale of Merchant Generation Assets - - 2,159 6 

Other Investing Activities (0 6) 612 41 7 

Net Cash Flows Used for Investing Activities (7,144.5) (6,353 6) (3,656 4) 
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FINANCING ACTIVITIES 

Issuance of Common Stock 65 3 73 6 ]22 

Issuance of Long-term Debt 4,536.6 4,945 7 3,854 1 

Commercial Papet and Credit Facihty Borrowings - 205 6 -

Change in Short-term Debt, Net 928.3 27 I.4 (74 4) 

Retirement of Long-term Debt (l,220 8) (2,782 0) (3,087 9) 

Commercial Paper and Credit Facility Repayments - (205.6) -

Make Whole Premium on Extinguishment of Long-term Debt (5 0) (13 5) (46 I) 
Principal Payments for Finance Lease Obligations (70.7) (65.1) (67 3) 

Dividends Paid on Common Stock (1,3500) (I,255 5) (1,1919) 

Other Financing Activities (20 8) (12.7) (3 6) 
Net Cash Flows from (Used for) Financing Activities 2,862 9 I,1619 (604 9) 

Net Increase (Decrease) in Cash, Cash Equivalents and Restricted Cash (11 5) 31 5 91 

Cash, Cash Equivalents and Restricted Cash at Beginning of Period 444 1 4126 403.5 

Cash, Cash Equivalents and Restricted Cash at End of Period $ 432 6 $ 4441 $ 4126 

See Notes to Financial Slatemenfs of Regtstrants beginmng on page l56 
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AEP TEXAS INC. 
AND SUBSIDIARIES 
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AEP TEXAS INC. AND SUBSIDIARIES 
MANAGEMENT'S NARRATIVE DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS 

COMPANY OVERVIEW 

AEP Texas was formed by the merger of TCC and TNC into AEP Utilities on December 31, 2016. The merging parties 
consolidated the majority of their rate structures following the completion of their 2019 base rate case. See Note 4 - Rate 
Matters for additional information related to the 2019 base rate case. Following the merger, AEP Utilities changed its name 
to AEP Texas. 

AEP Texas is engaged in the transmission and distribution of electric power to approximately 1,049,000 retail customers 
through REPs in west, central and southern Texas. Among the principal industries served by AEP Texas are petroleum and 
coal products manufacturing, chemical manufacturing, oil and gas extraction, pipeline transportation and primary metal 
manufacturing. The territory served by AEP Texas also includes several military installations and correctional facilities. 
AEP Texas is a member of ERCOT. Under Texas Restructuring Legislation, AEP Texas' utility predecessors, TCC and 
TNC, exited the generation business and ceased serving retail load. However, AEP Texas continues as part owner in the 
Oklaunion Power Station operated by PSO, which management announced plans to close by October 2020 pending 
necessary approvals. AEP Texas consolidates AEP Texas North Generation Company, LLC, AEP Texas Central Transition 
Funding Il LLC, AEP Texas Central Transition Funding Ill LLC and AEP Texas Restoration Funding LLC, its 
wholly-owned subsidiaries. 
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RESULTS OF OPERATIONS 

KWh Sales/Degree Days 

Summary of KWh Energy Sales 

Years Ended December 31, 
2019 2018 2017 

(in millions of KWhs) 

Retail: 
Residential 11,996 12,101 11,569 
Commercial 10,419 10,220 10,382 
Industrial 8,882 9,053 8,964 
Miscellaneous 665 646 638 

Total Retail (a) 31,962 32,020 31,553 

(a) 2018 and 2017 KWhs have been revised to reflect the reclassification of certain customer accounts between Retail 
classes. This reclassification did not impact previously reported Total Retail KWhs. Management concluded that 
these prior period disclosure only errors were immaterial individually and in the aggregate. 

Heating degree days and cooling degree days are metrics commonly used in the utility industry as a measure of the impact 
of weather on revenues. 

Summary of Heating and Cooling Degree Days 

Years Ended December 31, 
2019 2018 2017 

(in degree days) 
Actual - Heating (a) 301 354 239 
Normal - Heating (b) 322 325 330 

Actual - Cooling (c) 2,989 2,861 2,950 
Normal - Cooling (b) 2,699 2,688 2,669 

(a) Heating degree days are calculated on a 55 degree temperature base. 
(b) Normal Heating/Cooling represents the thirty-year average of degree days. 
(c) Cooling degree days are calculated on a 70 degree temperature base. 
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2019 Compared to 2018 

Reconciliation of Year Ended December 31,2018 to Year Ended December 31, 2019 
Net Income 
(in millions) 

Year Ended December 31, 2018 $ 211.3 

Changes in Gross Margin: 

Retail Margins (28.4) 
Margins from Off-system Sales 61.0 
Transmission Revenues 75.8 
Other Revenues 13.0 

Total Change in Gross Margin 121.4 

Changes in Expenses and Other: 

Other Operation and Maintenance (72.5) 

Asset Impairments and Other Related Charges (32.5) 
Depreciation and Amortization (122.7) 
Taxes Other Than Income Taxes (8.0) 
Interest Income 2.6 
Allowance for Equity Funds Used During Construction (4.8) 
Non-Service Cost Components ofNet Periodic Benefit Cost (1.0) 
Interest Expense 10.1 

Total Change in Expenses and Other (228.8) 

Income Tax Expense (Benefit) 74.4 

Year Ended December 31, 2019 $ 178.3 

The major components of the increase in Gross Margin, defined as revenues less the related direct cost of fuel, including 
consumption of chemicals were as follows: 

• Retail Margins decreased $28 million primarily due to the following: 
• A $30 million decrease due to a provision for refund in the 2019 Texas Base Rate Case. 
• A $2 million decrease in weather-related usage primarily due to a 15% decrease in heating degree days, partially 

offset by a 4% increase in cooling degree days. 
These decreases were partially offset by: 
• A $5 million increase in weather-normalized margins primarily in the residential and commercial classes. 

• Margins from Off-system Sales increased $61 million due to higher affiliated PPA revenues. This increase was 
partially offset below in Other Operation and Maintenance expenses and in Depreciation and Amortization expenses. 

· Transmission Revenues increased $76 million primarily due to recovery of increased transmission investment in 
ERCOT. 

• Other Revenues increased $13 million primarily due to securitization revenue. This increase was offset below in 
Depreciation and Amortization expenses and in Interest Expense. 
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Expenses and Other and Income Tax Expense (Benefit) changed between years as follows: 

• Other Operation and Maintenance expenses increased $73 million primarily due to the following: 
• A $64 million increase in expense due to the partial amortization of the Texas Storm Cost Securitization regulatory 

asset as a result of the Texas Storm Cost Securitization financing order issued by the PUCT in June 2019. This 
increase was offset in Income Tax Expense (Benefit) below. 

• A $6 million increase due to a charitable contribution to the AEP Foundation. 
• A $4 million increase due to a regulatory disallowance in the 2019 Texas Base Rate Case for rate case expenses. 
These increases were partially offset by: 
• A $7 million decrease in ERCOT transmission expenses. This decrease was partially offset in Retail Margins 

above. 
• A $3 million decrease in expenses associated with Oklaunion Power Station. This decrease was partially offset in 

Margins from Off-system Sales above and in Depreciation and Amortization expenses below. 
• Asset Impairments and Other Related Charges increased $33 million due to regulatory disallowances in the 2019 

Texas Base Rate Case. 
• Depreciation and Amortization expenses increased $123 million primarily due to the following: 

• A $49 million increase in depreciation expense due to a change in the useful life of the Oklaunion Power Station. 
This increase was partially offset above in Margins from Off-system Sales and in Other Operation and 
Maintenance expenses. 

• A $47 million increase in depreciation expense due to an increase in the depreciable base of transmission and 
distribution assets primarily related to advanced metering systems. 

• A $20 million increase in securitization amortizations. This increase was offset in Other Revenues above and in 
Interest Expense below. 

• A $6 million increase in ARO associated with Oklaunion Power Station. 
• Taxes Other Than Income Taxes increased $8 million primarily due to an increase in property taxes driven by 

additional investments in transmission and distribution assets. 
• Allowance for Equity Funds Used During Construction decreased $5 million primarily due to a decrease in the 

Equity component as a result of higher short-term debt balances, partially offset by increased transmission projects. 
• Interest Expense decreased $10 million primarily due to the following: 

• A $21 million decrease due to the deferral of previously recorded interest expense approved for recovery as a 
result of the Texas Storm Cost Securitization financing order issued by the PUCT in June 2019. 

• A $10 million decrease in expense related to securitization assets. This decrease was offset above in Other 
Revenues and Depreciation and Amortization expenses. 

These decreases were partially offset by: 
• A $16 million increase due to higher long-term debt balances. 
• A $3 million increase due to higher short-term debt balances. 

• Income Tax Expense (Benefit) decreased $74 million primarily due to an increase in amortization of Excess ADIT 
not subject to normalization requirements as approved in the Texas Storm Cost Securitization financing order issued by 
the PUCT in June 2019 and a decrease in pretax book income. This decrease was partially offset above in Other 
Operation and Maintenance expenses. 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and Shareholder of 
AEP Texas Inc. 

Opinion on the Financial Statements 

We have audited the accompanying consolidated balance sheets of AEP Texas Inc. and its subsidiaries (the "Company") as 
of December 31, 2019 and 2018, and the related consolidated statements of income, of comprehensive income (loss), of 
changes in common shareholder's equity and of cash flows for each of the three years in the period ended December 31, 
2019, including the related notes (collectively referred to as the "consolidated financial statements"). In our opinion, the 
consolidated financial statements present fairly, in all material respects, the financial position of the Company as of 
December 31,2019 and 2018, and the results of its operations and its cash flows for each of the three years in the period 
ended December 31, 2019 in conformity with accounting principles generally accepted in the United States of America. 

Change in Accounting Principle 

As discussed in Note 13 to the consolidated financial statements, the Company changed the manner in which it accounts for 
leases in 2019. 

Basis for Opinion 

These consolidated financial statements are the responsibility of the Company's management. Our responsibility is to 
express an opinion on the Company's consolidated financial statements based on our audits. We are a public accounting 
firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are required to be 
independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and 
regulations ofthe Securities and Exchange Commission and the PCAOB. 

We conducted our audits of these consolidated financial statements in accordance with the standards of the PCAOB. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial 
statements are free of material misstatement, whether due to error or fraud. The Company is not required to have, nor were 
we engaged to perform, an audit of its internal control over financial reporting. As part of our audits we are required to 
obtain an understanding of internal control over financial reporting but not for the purpose of expressing an opinion on the 
effectiveness of the Company's internal control over financial reporting. Accordingly, we express no such opinion. 

Our audits included performing procedures to assess the risks of material misstatement of the consolidated financial 
statements. whether due to error or fraud, and performing procedures that respond to those risks. Such procedures included 
examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial statements. Our 
audits also included evaluating the accounting principles used and significant estimates made by management. as well as 
evaluating the overall presentation of the consolidated financial statements. We believe that our audits provide a reasonable 
basis for our opinion. 

/s/ PricewaterhouseCoopers LLP 

Columbus. Ohio 
February 20,2020 

We have served as the Company's auditor since 2017. 
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MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 

The management of AEP Texas ]nc. and Subsidiaries (AEP Texas) is responsible for establishing and maintaining adequate 
internal control over financial reporting as such term is defined in Rule 13a-15(f) and 15d-15(f) under the Securities 
Exchange Act of 1934, as amended. AEP Texas' internal control is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, 
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate 
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

Management assessed the effectiveness of AEP Texas' internal control over financial reporting as of December 31,2019. In 
making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the 
Treadway Commission (COSO) in Internal Control - Integrated Framework (2013). Based on management's assessment, 
management concluded AEP Texas' internal control over financial reporting was effective as of December 31, 2019. 

This annual report does not include an audit report from PricewaterhouseCoopers LLP, AEP Texas' registered public 
accounting firm regarding internal control over financial reporting pursuant to the Securities and Exchange Commission 
rules that permit AEP Texas to provide only management's report in this annual report. 
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AEP TEXAS INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF INCOME 

For the Years Ended December 31, 2019, 2018 and 2017 
(in millions) 

Years Ended December 31, 
2019 2018 2017 

REVENUES 
Electric Transmission and Distribution $ 1,545.9 $ 1,486.3 $ 1,470.3 
Sales to AEP Affiliates 160.5 105.2 65.7 

Other Revenues 2.9 3.8 2.4 

TOTAL REVENUES 1,709.3 1,595.3 1,538.4 

EXPENSES 
Fuel and Other Consumables Used for Electric Generation 31.1 38.5 20.9 
Other Operation 492.0 488.9 453.1 
Maintenance 158.8 89.4 75.9 
Asset Impairments and Other Related Charges 32.5 - -
Depreciation and Amortization 622.3 499.6 450.1 
Taxes Other Than Income Taxes 140.6 ] 32.6 122.3 

TOTAL EXPENSES 1,477.3 1,249.0 1,122.3 

OPERATING INCOME 232.0 346.3 416.1 

Other Income (Expense): 
Interest Income 3.4 0.8 2.9 
Allowance for Equity Funds Used During Construction 15.2 20.0 6.8 
Non-Service Cost Components ofNet Periodic Benefit Cost 11.3 12.3 3.6 

Interest Expense (137.2) (147.3) (142.3) 

INCOME BEFORE INCOME TAX EXPENSE (BENEFIT) 124.7 232.1 287.1 

Income Tax Expense (Benefit) (53.6) 20.8 (23.4) 

NET INCOME $ 178.3 $ 211.3 $ 310.5 

The common stock of AEP Texas is wholly-owned by Parent. 

See Notes to Financial Statements of Registrants beginning on page ] 56 
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AEP TEXAS INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS) 

For the Years Ended December 31,2019, 2018 and 2017 
(in millions) 

Years Ended December 31, 
2019 2018 2017 

Net Income $ 178.3 $ 211.3 $ 310.5 

OTHER COMPREHENSIVE INCOME (LOSS), NET OF TAXES 

Cash Flow Hedges, Net of Tax of $0.3, $0.3 and $0.5 in 2019, 2018 and 2017, 
Respectively 1.0 1.0 0.9 

Amortization of Pension and OPEB Deferred Costs, Net of Tax of $0, $0.1 and 
$0.1 in 2019,2018 and 2017, Respectively 0.2 0.2 0.3 

Pension and OPEB Funded Status, Net of Tax of $0.3, $(0.3) and $0,6 in 2019, 
2018 and 2017, Respectively 1.1 (1.0) Ll 

TOTAL OTHER COMPREHENSIVE INCOME 2.3 0.2 2.3 

TOTAL COMPREHENSIVE INCOME $ 180.6 $ 211.5 $ 312.8 

See Notes to Financial Statements of Registrants beginning on page 156 
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AEP TEXAS INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CHANGES IN COMMON SHAREHOLDER'S EQUITY 

For the Years Ended December 31,2019,2018 and 2017 
(in millions) 

Accumulated 
Other 

Paid-in Retained Comprehensive 
Capital Earnings Income (Loss) Total 

TOTAL COMMON SHAREHOLDER'S EQUITY -
DECEMBER 31, 2016 $ 857.9 $ 814.1 $ (14.9) $ 1,657.1 

Capital Contribution from Parent 200.0 200.0 
Net Income 310.5 310.5 

Other Comprehensive Income 2.3 2.3 

TOTAL COMMON SHAREHOLDER'S EQUITY -
DECEMBER 31, 2017 1,057.9 1,124.6 (12.6) 2,169.9 

Capital Contribution from Parent 200.0 200.0 
ASU 2018-02 Adoption 1.8 (2.7) (0.9) 
Net Income 211.3 211.3 

Other Comprehensive Income 0.2 0.2 
TOTAL COMMON SHAREHOLDER'S EQUITY -

DECEMBER 31, 2018 1,257.9 1,337.7 (15.1) 2,580.5 

Capital Contribution from Parent 200.0 200.0 

Net Income 178.3 178.3 

Other Comprehensive Income 2.3 2.3 

TOTAL COMMON SHAREHOLDER'S EQUITY -
DECEMBER 31, 2019 $ 1,457.9 $ 1,516.0 $ (12.8) $ 2,961.1 

See Notes to Financial Statements of Registrants beginning on page ] 56. 
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AEP TEXAS INC. AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

ASSETS 
December 31, 2019 and 2018 

(in millions) 

December 31, 

2019 2018 

CURRENT ASSETS 

Cash and Cash Equivalents $ 3.1 $ 3.1 
Restricted Cash 

(December 31,2019 and 2018 Amounts Include $154.7 and $156.7, Respectively, Related to 
Transition Funding and Restoration Funding) 154.7 156.7 

Advances to Affiliates 207.2 8.0 
Accounts Receivable: 

Customers 116,0 110.9 
Affiliated Companies 10.1 15.0 
Accrued Unbilled Revenues 68.8 70.4 
Miscellaneous 0.3 1.9 

Allowance for Uncollectible Accounts (1.8) (1.3) 
Total Accounts Receivable 193.4 196.9 

Fuel 5.9 8.8 
Materials and Supplies 56.7 52.8 
Accrued Tax Benefits 66.1 44.9 
Prepayments and Other Current Assets 5.8 5.3 

TOTAL CURRENT ASSETS 692.9 476.5 

PROPERTY, PLANT AND EQUIPMENT 

Electric: 
Generation 351.7 352.1 
Transmission 4,466.5 3,683.6 
Distribution 4,215.2 4,043.2 

Other Property, Plant and Equipment 805.9 727.9 
Construction Work in Progress 763.9 836.2 
Total Property, Plant and Equipment 10,603.2 9,643.0 

Accumulated Depreciation and Amortization 1,758.1 1,651.2 

TOTAL PROPERTY, PLANT AND EQUIPMENT - NET 8,845.1 7,991.8 

OTHER NONCURRENT ASSETS 

Regulatory Assets 280.6 430.0 
Securitized Assets 

(December 31,2019 and 2018 Amounts Include $621.2 and $636.8, Respectively, Related to 
Transition Funding and Restoration Funding) 623.4 649.1 

Deferred Charges and Other Noncurrent Assets 147.1 56.3 
TOTAL OTHER NONCURRENT ASSETS 1,051.1 1,135.4 
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TOTAL ASSETS $ 10,589.1 $ 9,603.7 

See Notes lo Financial Statements of Registrants beginning on page 156 
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AEP TEXAS INC. AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

LIABILITIES AND COMMON SHAREHOLDER'S EQUITY 
December 31, 2019 and 2018 

(in millions) 

December 31, 

2019 2018 

CURRENT LIABILITIES 

Advances from Affiliates $ - $ 216.0 
Accounts Payable: 

General 256.8 276.5 
Affiliated Companies 35.6 30.3 

Long-term Debt Due Within One Year - Nonaffiliated 
(December 31, 2019 and 2018 Amounts Include $281.4 and $251.1, Respectively, Related to 
Transition Funding and Restoration Funding) 392.1 501.1 

Risk Management Liabilities - 0.2 

Accrued Taxes 84.9 75.5 
Accrued Interest 

(December 31,2019 and 2018 Amounts Include $7.5 and $11.3, Respectively, Related to 
Transition Funding and Restoration Funding) 35.7 37.3 

Oklaunion Purchase Power Agreement 22.1 24.3 
Obligations Under Operating Leases 12.0 

Other Current Liabilities 188.0 98.3 
TOTAL CURRENT LIABILITIES 1,027.2 1,259.5 

NONCURRENT LIABILITIES 

Long-term Debt - Nonaffiliated 
(December 31,2019 and 2018 Amounts Include $495.4 and $540.1, Respectively, Related to 
Transition Funding and Restoration Funding) 4,166.3 3,380.2 

Deferred Income Taxes 965.4 913.1 
Regulatory Liabilities and Deferred Investment Tax Credits 1,316.9 1,344.3 
Oklaunion Purchase Power Agreement - 22.1 

Obligations Under Operating Leases 71.1 -
Deferred Credits and Other Noncurrent Liabilities 81.1 104.0 

TOTAL NONCURRENT LIABILITIES 6,600.8 5,763.7 

TOTAL LIABILITIES 7,628.0 7,023.2 

Rate Matters (Note 4) 

Commitments and Contingencies (Note 6) 

COMMON SHAREHOLDER'S EQUITY 

Paid-in Capital 1,457.9 1,257.9 
Retained Earnings 1,516.0 1,337.7 
Accumulated Other Comprehensive Income (Loss) (12.8) (15.1) 
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TOTAL COMMON SHAREHOLDER'S EQUITY 2,961.1 2,580.5 

TOTAL LIABILITIES AND COMMON SHAREHOLDER'S EQUITY $ 10,589.1 $ 9,603.7 

See Notes to Financial Statements of Registrants beginning on page 156 
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AEP TEXAS INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
For the Years Ended December 31, 2019, 2018 and 2017 

(in millions) 

Years Ended December 31, 

2019 2018 2017 

OPERATING ACTIVITIES 

Net Income $ 178.3 $ 211.3 $ 310.5 

Adjustments to Reconcile Net Income to Net Cash Flows from Operating Activities: 

Depreciation and Amortization 622.3 499.6 450.1 

Deferred Income Taxes (23.5) (16.5) 63.3 

Asset Impairments and Other Related Charges 32.5 - -

Allowance for Equity Funds Used During Construction (15.2) (20.0) (6.8) 
Mark-to-Market of Risk Management Contracts (0.2) 0.7 (0.3) 
Pension Contributions to Qualified Plan Trust - - (8.8) 

Change in Regulatory Asset - Catastrophe Reserve 44.0 (24.9) (99.2) 

Change in Other Noncurrent Assets (34.7) (35.4) (49.4) 

Change in Other Noncurrent Liabilities 11.3 44.9 8.8 

Changes in Certain Components of Working Capital: 

Accounts Receivable, Net 3.5 (2.9) (23.5) 

Fuel. Materials and Supplies (1.0) (6.0) 3.2 

Accounts Payable 7.5 (20.3) 30.8 

Accrued Taxes, Net (11.8) (5.6) (31.3) 

Other Current Assets (0.4) 0.8 0.6 
Other Current Liabilities 10.8 26.2 (15.3) 

Net Cash Flows from Operating Activities 823.4 651.9 632.7 

INVESTING ACTIVITIES 

Construction Expenditures (1.275.1) (1.428.8) (990.9) 

Change in Advances to Affiliates, Net (199.2) 103.9 (103.3) 

Other Investing Activities 2.1 35.2 18.9 

Net Cash Flows Used for Investing Activities (1,472.2) (1,289.7) (1,075.3) 

FINANCING ACTIVITIES 

Capital Contribution from Parent 200.0 200.0 200.0 

Issuance of Long-term Debt - Nonaffiliated 1,070.4 494.0 749.6 

Change in Advances from Affiliates. Net (216.0) 216.0 (169.5) 

Retirement of Long-term Debt - Nonaffiliated (401.8) (266.1) (323.1) 

Principal Payments for Finance Lease Obligations (5.1) (4.7) (3.9) 
Other Financing Activities (0.7) 1.2 (0.2) 
Net Cash Flows from Financing Activities 646.8 640.4 452.9 

Net Increase (Decrease) in Cash, Cash Equivalents and Restricted Cash (2.0) 2.6 10.3 

Cash, Cash Equivalents and Restricted Cash at Beginning ofPeriod 159.8 157.2 146.9 
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Cash, Cash Equivalents and Restricted Cash at End of Period $ 157.8 $ 159.8 $ 157.2 

SUPPLEMENTARY INFORMATION 

Cash Paid for Interest, Net of Capitalized Amounts $ 148.6 $ 145.9 $ 134.6 

Net Cash Paid (Received) for Income Taxes (11.0) 7.9 (28.3) 

Noncash Acquisitions Under Finance Leases 11.4 10.6 8.2 

Construction Expenditures Included in Current Liabilities as of December 31, 225.5 243.1 325.7 

See Notes to Financial Statements of Registrants beginning on page 156 
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AEP TRANSMISSION COMPANY, LLC 
AND SUBSIDIARIES 
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AEP TRANSMISSION COMPANY, LLC AND SUBSIDIARIES 
MANAGEMENT'S NARRATIVE DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS 

COMPANY OVERVIEW 

AEPTCo is a holding company for seven FERC regulated transmission-only electric utilities. AEPTCo is an indirect 
wholly-owned subsidiary of American Electric Power Company, Inc. ("AEP"). 

AEPTCo's seven wholly-owned public utility companies are (collectively referred to herein as the "State Transcos"): 

• AEP Appalachian Transmission Company, Inc. ("APTCo") 
• AEP Indiana Michigan Transmission Company, Inc. ("IMTCo") 
• AEP Kentucky Transmission Company, Inc. ("KTCo") 
• AEP Ohio Transmission Company, inc. ("OHTCo") 
• AEP West Virginia Transmission Company, Inc. ("WVTCo") 
• AEP Oklahoma Transmission Company, Inc. ("OKTCo") 
• AEP Southwestern Transmission Company, Inc. ("SWTCo") 

AEPTCo's business activities are the development, construction and operation of transmission facilities through investments 
in seven wholly-owned FERC-regulated transmission only electric subsidiaries. 
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RESULTS OF OPERATIONS 

Summary of Investment in Transmission Assets for AEPTCo 

As of December 31, 

2019 2018 2017 
(in millions) 

Plant In Service $ 8,407.5 $ 6,689.8 $ 5,446.5 
CWIP 1,485.7 1,578.3 1,324.0 

Accumulated Depreciation 402.3 271.9 152.6 

Total Transmission Property, Net $ 9,490.9 $ 7,996.2 $ 6,617.9 

2019 Compared to 2018 

Reconciliation of Year Ended December 31, 2018 to Year Ended December 31, 2019 
Net Income 
(in millions) 

Year Ended December 31,2018 $ 315.9 

Changes in Transmission Revenues: 

Transmission Revenues 

Total Change in Transmission Revenues 

245.3 
245.3 

Changes in Expenses and Other: 

Other Operation and Maintenance (15.0) 

Depreciation and Amortization (42.1) 
Taxes Other Than Income Taxes (31.1) 

Interest Income - Affiliated 0.5 
Allowance for Equity Funds Used During Construction 13.7 

Interest Expense (14.2) 

Total Change in Expenses and Other (88.2) 

Income Tax Expense (33.3) 

Year Ended December 31,2019 $ 439.7 

The major components of the increase in transmission revenues, which consists of wholesale sales to affiliates and 
nonaffiliates were as follows: 

• Transmission Revenues increased $245 million primarily due to continued investment in transmission assets. 

Expenses and Other and Income Tax Expense changed between years as follows: 

• Other Operation and Maintenance expenses increased $15 million primarily due to the following: 
• An $8 million increase due to continued investment in transmission assets. 
• A $7 million increase due to a charitable contribution to the AEP Foundation. 

• Depreciation and Amortization expenses increased $42 million primarily due to a higher depreciable base. 
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Taxes Other Than Income Taxes increased $31 million primarily due to higher property taxes as a result of increased 
transmission investment. 
Allowance for Equity Funds Used During Construction increased $14 million primarily due to the following: 
• A $15 million increase due to higher monthly CWIP balances. 
• A $12 million increase due to the FERC's approval of a settlement agreement. 
These increases were partially offset by: 
• A $13 million decrease due to recent FERC audit findings. 
Interest Expense increased $14 million primarily due to higher long-term debt balances. 
Income Tax Expense increased $33 million primarily due to higher pretax book income. 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and Member of 
AEP Transmission Company, LLC 

Opinion on the Financial Statements 

We have audited the accompanying consolidated balance sheets of AEP Transmission Company, LLC and its subsidiaries 
(the "Company") as of December 31, 2019 and 2018, and the related consolidated statements of income, of changes in 
member's equity and of cash flows for each of the three years in the period ended December 31, 2019, including the related 
notes (collectively referred to as the "consolidated financial statements"). In our opinion, the consolidated financial 
statements present fairly, in all material respects, the financial position of the Company as of December 31, 2019 and 2018, 
and the results of its operations and its cash flows for each of the three years in the period ended December 31,2019 in 
conformity with accounting principles generally accepted in the United States of America. 

Basis for Opinion 

These consolidated financial statements are the responsibility of the Company's management. Our responsibility is to 
express an opinion on the Company's consolidated financial statements based on our audits. We are a public accounting 
firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are required to be 
independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and 
regulations ofthe Securities and Exchange Commission and the PCAOB. 

We conducted our audits of these consolidated financial statements in accordance with the standards of the PCAOB. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial 
statements are free of material misstatement, whether due to error or fraud. The Company is not required to have, nor were 
we engaged to perform, an audit of its internal control over financial reporting. As part of our audits we are required to 
obtain an understanding of internal control over financial reporting but not for the purpose of expressing an opinion on the 
effectiveness of the Company's internal control over financial reporting. Accordingly, we express no such opinion. 

Our audits included performing procedures to assess the risks of material misstatement of the consolidated financial 
statements, whether due to error or fraud, and performing procedures that respond to those risks. Such procedures included 
examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial statements. Our 
audits also included evaluating the accounting principles used and significant estimates made by management, as well as 
evaluating the overall presentation of the consolidated financial statements. We believe that our audits provide a reasonable 
basis for our opinion. 

/s/ PricewaterhouseCoopers LLP 

Columbus, Ohio 
February 20,2020 

We have served as the Company's auditor since 2017. 
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MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 

The management of AEP Transmission Company, LLC and Subsidiaries (AEPTCo) is responsible for establishing and 
maintaining adequate internal control over financial reporting as such term is defined in Rule 13a-15(f) and 15d-15(f) under 
the Securities Exchange Act of 1934, as amended. AEPTCo's internal control is a process designed to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, 
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate 
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

Management assessed the effectiveness of AEPTCo's internal control over financial reporting as of December 31,2019. In 
making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the 
Treadway Commission (COSO) in Internal Control - Integrated Framework (2013). Based on management's assessment, 
management concluded AEPTCo's internal control over financial reporting was effective as of December 31, 2019. 

This annual report does not include an audit report from PricewaterhouseCoopers LLP, AEPTCo's registered public 
accounting firm regarding internal control over financial reporting pursuant to the Securities and Exchange Commission 
rules that permit AEPTCo to provide only management's report in this annual report. 
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AEP TRANSMISSION COMPANY, LLC AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF INCOME 

For the Years Ended December 31, 2019, 2018 and 2017 
(in millions) 

Years Ended December 31, 
2019 2018 2017 

REVENUES 
Transmission Revenues $ 214.6 $ 177.0 $ 138.0 
Sales to AEP Affiliates 806.7 598.9 568.1 

Other Revenues 0.1 0.2 0.8 

TOTAL REVENUES 1,021.4 776.1 706.9 

EXPENSES 

Other Operation 93.9 83.8 60.1 
Maintenance 15.4 10.5 8.5 
Depreciation and Amortization 176.0 133.9 95.7 
Taxes Other Than Income Taxes 168.9 137.8 109.7 

TOTAL EXPENSES 454.2 366.0 274.0 

OPERATING INCOME 567.2 410.1 432.9 

Other Income (Expense): 
Interest Income - Affiliated 3.0 2.5 1.2 

Allowance for Equity Funds Used During Construction 84.3 70.6 49.0 
Interest Expense (97.4) (83.2) (70.2) 

INCOME BEFORE INCOME TAX EXPENSE 557.1 400.0 412.9 

Income Tax Expense 117.4 84.1 142.2 

NET INCOME $ 439.7 $ 315.9 $ 270.7 

See Notes to Financial Sjatemenfs of Registrants beginning on page 156 
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AEP TRANSMISSION COMPANY, LLC AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CHANGES IN MEMBER'S EQUITY 

For the Years Ended December 31,2019,2018 and 2017 
(in millions) 

Paid-in Retained Total Member's 
Capital Earnings Equity 

TOTAL MEMBER'S EQUITY-DECEMBER 31,2016 $ 1,455.0 $ 502.6 $ 1,957.6 

Capital Contribution from Member 361.6 361.6 

Net Income 270.7 270.7 

TOTAL MEMBER'S EQUITY - DECEMBER 31, 2017 1,816.6 773.3 2,589.9 

Capital Contribution from Member 664.0 664.0 

Net Income 315.9 315.9 

TOTAL MEMBER'S EQUITY -DECEMBER 31,2018 2,480.6 1,089.2 3,569.8 

Net Income 439.7 439.7 

TOTAL MEMBER'S EQUITY - DECEMBER 31,2019 $ 2,480.6 $ 1,528.9 $ 4,009.5 

See Notes to Financial Statements of Registranjs beginning on page 156 
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AEP TRANSMISSION COMPANY, LLC AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

ASSETS 
December 31, 2019 and 2018 

(in millions) 

December 31, 
2019 2018 

CURRENT ASSETS 

Advances to Affiliates $ 85.4 $ 96.9 
Accounts Receivable: 

Customers 19.0 11.8 
Affiliated Companies 66.1 61.0 

Total Accounts Receivable 85.1 72.8 
Materials and Supplies 13.8 19.0 
Accrued Tax Benefits 9.3 33.4 
Prepayments and Other Current Assets 3.8 3.4 

TOTAL CURRENT ASSETS 197.4 225.5 

TRANSMISSION PROPERTY 
Transmission Property 8,137.9 6,515.8 
Other Property, Plant and Equipment 269.6 174.0 
Construction Work in Progress 1,485.7 1,578.3 

Total Transmission Property 9,893.2 8,268.1 

Accumulated Depreciation and Amortization 402.3 271.9 

TOTAL TRANSMISSION PROPERTY -NET 9,490.9 7,996.2 

OTHER NONCURRENT ASSETS 
Regulatory Assets 4.2 12.9 

Deferred Property Taxes 193.5 157.9 
Deferred Charges and Other Noncurrent Assets 4.8 1.6 

TOTAL OTHER NONCURRENT ASSETS 202.5 172.4 

TOTAL ASSETS $ 9,890.8 $ 8,394.1 

See Notes to Financial Statements of Registranjs beginning on page 156. 
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AEP TRANSMISSION COMPANY, LLC AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

LIABILITIES AND MEMBER'S EQUITY 
December 31, 2019 and 2018 

December 31, 

2019 2018 

(in millions) 
CURRENT LIABILITIES 

Advances from Affiliates $ 137.0 $ 45.4 
Accounts Payable: 

General 493.4 347.2 
Affiliated Companies 71.2 56.0 

Long-term Debt Due Within One Year-Nonaffiliated - 85.0 
Accrued Taxes 355.6 288.9 
Accrued Interest 19.2 15.9 
Obligations Under Operating Leases 2.1 -

Other Current Liabilities 14.6 3.8 

TOTAL CURRENT LIABILITIES 1,093.1 842.2 

NONCURRENT LIABILITIES 

Long-term Debt - Nonaffiliated 3,427.3 2,738.0 
Deferred Income Taxes 817.8 704.4 
Regulatory Liabilities 540.9 521.3 
Obligations Under Operating Leases 1.9 -

Deferred Credits and Other Noncurrent Liabilities 0.3 18.4 

TOTAL NONCURRENT LIABILITIES 4,788.2 3,982.1 

TOTAL LIABILITIES 5,881.3 4,824.3 

Rate Matters (Note 4) 

Commitments and Contingencies (Note 6) 

MEMBER'S EQUITY 
Paid-iii Capital 2,480.6 2,480.6 

Retained Earnings 1,528.9 1,089.2 

TOTAL MEMBER'S EQUITY 4,009.5 3,569.8 

TOTAL LIABILITIES AND MEMBER'S EQUITY $ 9,890.8 $ 8,394.1 

See Notes to Financial Stalemenfs qf Registrants beginning on page 156. 
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AEP TRANSMISSION COMPANY, LLC AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
For the Years Ended December 31,2019,2018 and 2017 

(in millions) 

Years Ended December 31, 

2019 2018 2017 

OPERATING ACTIVITIES 

Net Income $ 439.7 $ 315.9 $ 270.7 

Adjustments to Reconcile Net Income to Net Cash Flows from Operating Activities: 

Depreciation and Amortization 176.0 133.9 95.7 

Deferred Income Taxes 91.3 98.9 271.5 

Allowance for Equity Funds Used During Construction (84.3) GO.6) (49.0) 

Property Taxes (35.6) (32.9) (22.8) 

Change in Other Noncurrent Assets 9.6 14.6 11.0 

Change in Other Noncui·rent Liabilities (8.1) 17.4 27 5 

Changes in Certain Components ofWorking Capital: 

Accounts Receivable. Net (5.4) 36.7 (30.4) 

Materials and Supplies 5.2 (5.4) (8.6) 
Accounts Payable 37.6 (7.5) 23.0 

Accrued Taxes, Net 90.8 73.4 16.3 

Acct·ued Interest 3.3 0.9 4.5 

Other Current Assets (0.3) (0.3) (4.8) 
Other Current Liabilities (112) (26.4) 02 

Net Cash Flows from Operating Activities 708.6 548.6 604.8 

INVESTING ACTIVITIES 

Construction Expenditures (1,410.1) (1,526.4) (1,513.4) 

Change in Advances to Affiliates, Net 11.5 49.4 (79.2) 

Acquisitions of'Assets (9 4) (37.4) (9.1) 
Other Investing Activities 4.8 1.1 6.1 

Net Cash Flows Used for Investing Activities (1.403 2) (1,513.3) (1,595.6) 

FINANCING ACTIVITIES 

Capital Contributions from Member - 664.0 361.6 

Issuance of Long-term Debt - Nonaffiliated 688.0 321.0 617.6 

Change in Advances from Affiliates, Net 91.6 29.7 11.6 

Retirement of Long-term Debt - Nonaffiliated (85.0) (50.0) -
Net Cash Flows from Financing Activities 694.6 964.7 990.8 

Net Change in Cash and Cash Equivalents - -

Cash and Cash Equivalents at Beginning of Period - - -

Cash and Cash Equivalents at End of Period $ - $ -$ -

SUPPLEMENTARY INFORMATION 
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Cash Paid for Interest. Net ofCapitalized Amounts $ 90.6 $ 80.2 $ 62.4 

Net Cash Paid (Received) for Income Taxes 1.5 (30.7) (107.3) 

Noncash Acquisitions Under Finance Leases - - 0.2 

Construction Expenditures Included in Current Liabilities as of December 31, 472.7 345.0 485.0 

See Notes to Financial Statemenfs of Registrants beginning on page 156 
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APPALACHIAN POWER COMPANY 
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APPALACHIAN POWER COMPANY AND SUBSIDIARIES 
MANAGEMENT'S NARRATIVE DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS 

COMPANY OVERVIEW 

As a public utility, APCo engages in the generation and purchase of electric power, and the subsequent sale, transmission 
and distribution of that power to 956,000 retail customers in its service territory in southwestern Virginia and southern West 
Virginia. A PCo consolidates Cedar Coal Company, Central Appalachian Coal Company, Southern Appalachian Coal 
Company and Appalachian Consumer Rate Relief Funding LLC, its wholly-owned subsidiaries. APCo sells power at 
wholesale to municipalities. APCo shares its off-system sales margins with its Virginia customers. APCo's off-system sales 
margins are returned to APCo's West Virginia customers through the ENEC clause. 

Under the FERC approved PCA, APCo, 1&M, KPCo and WPCo are individually responsible for planning their respective 
capacity obligations. The PCA allows, but does not obligate, APCo, 1&M, KPCo and WPCo to participate collectively 
under a common fixed resource requirement capacity plan in PJM and to participate in specified collective off-system sales 
and purchase activities. 

AEPSC conducts power, capacity, coal, natural gas, interest rate and, to a lesser extent, heating oil, gasoline and other risk 
management activities on behalf of APCo, I&M, KPCo and WPCo. Power and natural gas risk management activities are 
allocated based on the member companies' respective equity positions. Risk management activities primarily include power 
and natural gas physical transactions, financially-settled swaps and exchange-traded futures. AEPSC settles the majority of 
the physical forward contracts by entering into offsetting contracts. APCo shares in the revenues and expenses associated 
with these risk management activities with the member companies. 

Under the SIA, AEPSC allocates physical and financial revenues and expenses from transactions with neighboring utilities, 
power marketers and other power and natural gas risk management activities based upon the location of such activity, with 
margins resulting from trading and marketing activities originating in PJM generally accruing to the benefit of APCo, 1&M, 
KPCo and WPCo and trading and marketing activities originating iii SPP generally accruing to the benefit of PSO and 
SWEPCo. Margins resulting from other transactions are allocated among APCo, 1&M, KPCo, PSO, SWEPCo and WPCo 
based upon the common shareholder's equity of these companies. 

To minimize the credit requirements and operating constraints when operating within PJM, participating AEP companies. 
including APCo, agreed to a netting of certain payment obligations incurred by the participating AEP companies against 
certain balances due to such AEP companies and to hold PJM harmless from actions that any one or more AEP companies 
may take with respect to PJM. 

APCo is jointly and severally liable for activity conducted by AEPSC on behalf of APCo, 1&M, KPCo and WPCo related to 
power purchase and sale activity. 
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RESULTS OF OPERATIONS 

KWh Sales/Degree Days 

Summary of KWh Energy Sales 

Years Ended December 31, 

2019 2018 2017 

(in millions of KWhs) 
Retail: 

Residential 11,253 11,871 10,701 
Commercial 6,365 6,581 6,434 
Industrial 9,546 9,576 9,622 

Miscellaneous 857 866 836 
Total Retail (a) 28,021 28,894 27,593 

Wholesale 3,085 2,693 3,089 

Total KWhs 31,106 31,587 30,682 

(a) 2018 and 2017 KWhs have been revised to reflect the reclassification of certain customer accounts between Retail 
classes. This reclassification did not impact previously reported Total Retail KWhs. Management concluded that 
these prior period disclosure only errors were immaterial individually and in the aggregate. 

Heating degree days and cooling degree days are metrics commonly used in the utility industry as a measure of the impact 
of weather on revenues. 

Summary of Heating and Cooling Degree Days 

Years Ended December 31, 

2019 2018 2017 
(in degree days) 

Actual - Heating (a) 2,057 2,400 1,848 
Normal - Heating (b) 2,224 2,230 2,235 

Actual - Cooling (c) 1,597 1,587 1,249 
Normal - Cooling (b) 1,221 1,208 1,201 

(a) Heating degree days are calculated on a 55 degree temperature base. 
(b) Normal Heating/Cooling represents the thirty-year average of degree days. 
(c) Cooling degree days are calculated on a 65 degree temperature base. 
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2019 Compared to 2018 

Reconciliation of Year Ended December 31, 2018 to Year Ended December 31,2019 
Net Income 
(in millions) 

Year Ended December 31, 2018 $ 367.8 

Changes in Gross Margin: 
Retail Margins 12.2 
Margins from Off-system Sales 1.9 
Transmission Revenues 34.3 

Other Revenues 2.7 

Total Change in Gross Margin 51.1 

Changes in Expenses and Other: 

Other Operation and Maintenance 5.5 
Asset Impairment and Other Related Charges (92.9) 
Depreciation and Amortization (38.4) 
Taxes Other Than Income Taxes (11.5) 
Interest Income 0.6 
Carrying Costs Income (1.3) 
Allowance for Equity Funds Used During Construction 3.4 
Non-Service Cost Components of Net Periodic Benefit Cost (0.9) 
Interest Expense (10.2) 

Total Change in Expenses and Other (145.7) 

Income Tax Expense (Benefit) 33.1 

Year Ended December 31, 2019 $ 306.3 

The major components of the increase in Gross Margin, defined as revenues less the related direct cost of fuel, including 
consumption of chemicals and emissions allowances, and purchased electricity were as follows: 

• Retail Margins increased $12 million primarily due to the following: 
• A $78 million increase due to a 2018 reduction in the deferred fuel under-recovery balance as a result of the 

2018 West Virginia Tax Reform settlement. This increase was offset in Income Tax Expense (Benefit) below. 
• A $30 million increase in deferred fuel related to recoverable PJM expenses that were offset below. 
• A $23 million increase primarily due to revenue from rate riders in West Virginia. This increase was offset in 

other expense items below. 
An $18 million increase due to base rate increases in West Virginia implemented in March 2019. 

• A $10 million increase due to 2018 Virginia legislation which increased non-recoverable fuel expense in the 
prior year. 

These increases were partially offset by: 
• A $95 million decrease due to customer refunds related to Tax Reform. This decrease was partially offset in 

Income Tax Expense (Benefit) below. 
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• A $38 million decrease in weather-related usage primarily driven by a 14% decrease in heating degree days. 
• A $14 million decrease in weather-normalized margins occurring across all retail classes. 
Transmission Revenues increased $34 million primarily due to the following: 
• An $18 million increase due to an increase in the net revenue requirement. 
• A $16 million increase due to 2018 provisions for refunds. 
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Expenses and Other and Income Tax Expense (Benefit) changed between years as follows: 

• Other Operation and Maintenance expenses decreased $6 million primarily due to the following: 
• A $39 million decrease due to the extinguishment of certain regulatory asset balances as agreed to within the 

2018 West Virginia Tax Reform settlement. This decrease was partially offset in Retail Margins above and 
Income Tax Expense (Benefit) below. 

• A $14 million decrease in maintenance expense at various generation plants. 
An $11 million decrease in storm-related expenses. 

• A $10 million decrease ill expense due to lower current year amortization of certain regulatory assets that were 
extinguished in August 2018 as agreed to within the 2018 West Virginia Tax Reform settlement. 

• A $6 million decrease in estimated expenses for claims related to asbestos exposure. 
A $5 million decrease in vegetation management services. 

These decreases were partially offset by: 
• A $41 million increase in recoverable PJM transmission expenses. This increase was partially offset within 

Retail Margins above. 
• A $17 million increase in PJM expenses primarily related to the annual formula rate true-up. 
• A $13 million increase due to 2019 contributions to benefit low income West Virginia residential customers as a 

result of the 2018 West Virginia Tax Reform settlement. This increase was offset in income Tax Expense 
(Benefit) below. 

• A $9 million increase due to a charitable contribution to the AEP Foundation. 
• Asset Impairments and Other Related Charges increased $93 million due to a pretax expense recorded in 2019 

related to previously retired coal-fired assets. 
· Depreciation and Amortization expenses increased $38 million primarily due to a higher depreciable base and an 

increase in West Virginia depreciation rates beginning in March 2019. 
• Taxes Other Than Income Taxes increased $12 million primarily due to the following: 

• A $9 million increase in West Virginia business and occupational taxes. 
A $3 million increase in property taxes due to additional investments in utility plant. 

• Allowance for Equity Funds Used During Construction increased $3 million due to an increase in construction 
activity. 
Interest Expense increased $10 million primarily due to higher long-term debt balances. 

• Income Tax Expense (Benefit) decreased $33 million primarily due to an increase in amortization of Excess ADIT 
not subject to normalization requirements and a decrease in pretax book income. This decrease was partially offset 
in Gross Margin and Other Operation and Maintenance expenses above. 

95 

10432 



Workpaper 11 
Page 407 of 815 

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and Shareholder of 
Appalachian Power Company 

Opinion on the Financial Statements 

We have audited the accompanying consolidated balance sheets of Appalachian Power Company and its subsidiaries (the 
"Company") as of December 31, 2019 and 2018. and the related consolidated statements of income, of comprehensive 
income (loss), of changes in common shareholder's equity and of cash flows for each of the three years in the period ended 
December 31, 2019, including the related notes (collectively referred to as the "consolidated financial statements"). In our 
opinion, the consolidated financial statements present fairly. in all material respects, the financial position of the Company 
as of December 31, 2019 and 2018, and the results of its operations and its cash flows for each of the three years in the 
period ended December 31, 2019 in conformity with accounting principles generally accepted in the United States of 
America. 

Change in Accounting Principle 

As discussed in Note 13 to the consolidated financial statements, the Company changed the manner in which it accounts for 
leases in 2019. 

Basis for Opinion 

These consolidated financial statements are the responsibility of the Company's management. Our responsibility is to 
express an opinion on the Company's consolidated financial statements based on our audits. We are a public accounting 
firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are required to be 
independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and 
regulations of the Securities and Exchange Commission and the PCAOB. 

We conducted our audits of these consolidated financial statements in accordance with the standards of the PCAOB. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial 
statements are free of material misstatement, whether due to error or fraud. The Company is not required to have. nor were 
we engaged to perform, an audit of its internal control over financial reporting. As part of our audits we are required to 
obtain an understanding of internal control over financial reporting but not for the purpose of expressing an opinion on the 
effectiveness of the Company's internal control over financial reporting. Accordingly, we express no such opinion. 

Our audits included performing procedures to assess the risks of material misstatement of the consolidated financial 
statements, whether due to error or fraud. and performing procedures that respond to those risks. Such procedures included 
examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial statements. Our 
audits also included evaluating the accounting principles used and significant estimates made by management. as well as 
evaluating the overall presentation of the consolidated financial statements. We believe that our audits provide a reasonable 
basis for our opinion. 

/s/ PricewaterhouseCoopers LLP 

Columbus, Ohio 
February 20,2020 

We have served as the Company's auditor since 2017. 
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MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 

The management of Appalachian Power Company and Subsidiaries (APCo) is responsible for establishing and maintaining 
adequate internal control over financial reporting as such term is defined in Rule 13a-15(f) and 15d-15(f) under the 
Securities Exchange Act of 1934, as amended. APCo's internal control is a process designed to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, 
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate 
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

Management assessed the effectiveness of APCo's internal control over financial reporting as of December 31, 2019. In 
making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the 
Treadway Commission (COSO) in Internal Control - Integrated Framework (2013). Based on management's assessment, 
management concluded APCo's internal control over financial reporting was effective as of December 31, 2019. 

This annual report does not include an audit report from PricewaterhouseCoopers LLP, APCo's registered public accounting 
firm regarding internal control over financial reporting pursuant to the Securities and Exchange Commission rules that 
permit APCo to provide only management's report in this annual report. 
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